TENNESSEE STATE FUNDING BOARD
November 17, 2016
12:30 p.m./Legislative Plaza — (Room LP-16)
AGENDA
1. Call Meeting to order
2. Approval of State Funding Board Minutes from September 21, 2016.
3. Presentation of Report for October Revenues: Commissioner Larry Martin, Finance and Administration
4. Revenue Estimating Presentations:

Presenters:

Mr. Lee Jones, Vice President and Regional Executive
Federal Reserve Bank of Atlanta, Nashville Office

Dr. William Fox, Professor of Economics
Boyd Center for Business and Economic Research, UT

Dr. Jon L. Smith, Director
Bureau of Business and Economic Research, ETSU
Dr. Joseph Newhard, Assistant Professor of Economics, ETSU

Mr. Richard H. Roberts, Commissioner, Department of Revenue, State of Tennessee
David Gerregano, Deputy Commissioner
Kirk Johnson, Director of Research
Dr. Michael House, Staff Economist
Mr. Robert Currey, Assistant Director, Fiscal Review Committee
5. Lottery Revenue Estimating Presentations:

Mr. Robert Currey, Assistant Director, Fiscal Review Committee
Mr. Bojan Savic, Economist, Fiscal Review Committee

Tennessee State Lottery Corporation:
Ms. Rebecca Hargrove, President & CEO
Mr. Andy Davis, Chief Financial and Technology Officer

Mr. Tim Phelps, Associate Executive Director for Grant and Scholarship
Programs, Tennessee Student Assistance Corporation

6. Request to the Board for consideration for program funding for the fiscal year 2017-2018 from Net Lottery
Proceeds pursuant to Tennessee Code Annotated Section 4-51-111(c)(2)(B)

7. State Pooled Investment Fund (SPIF) and Intermediate Term Investment Fund (ITIF) Reports:

Mr. Tim McClure, Assistant CIO/Director of Cash Management
Department of the Treasury, State of Tennessee



8. Report From Tennessee Central Economic Authority (formerly Four Lake)
Mr. Charly Lyons, President & CEO
Mr. Michael Nesbitt, Tennessee Central Economic Authority Board Chairman
& Smith County Mayor

9. Consideration and approval of Other Post Employment Benefits Trusts for:

e Knox County Post-Retirement Incentive Medical Trust
¢ Rockwood Electric Utility

Recess (To Reconvene November 29, 2016, at 10:00 a.m., Legislative Plaza, Room LP-29)



TENNESSEE STATE FUNDING BOARD
September 21, 2016

The Tennessee State Funding Board (the “Board”) met on Wednesday, September 21, 2016, at 2:00 p.m.,
in the Legislative Plaza, Room LP-29, Nashville, Tennessee. The following members were present:

The Honorable Tre Hargett, Secretary of the State of Tennessee
The Honorable Justin Wilson, Comptroller of the Treasury
Commissioner Larry Martin, Department of Finance and Administration

The following members were absent:

The Honorable Bill Haslam, Governor
The Honorable David Lillard, State Treasurer

Seeing a physical quorum present, Mr. Wilson called the meeting to order and asked for approval of the
minutes from the July 14, 2016, meeting. Commissioner Martin made a motion to approve the minutes.
Mr. Hargett seconded the motion, and it was unanimously approved.

Mr. Wilson then recognized Ms. Jamie Stitt, Deputy Assistant Commissioner of Business Development,
Tennessee Department of Economic and Community Development (“ECD”), to present FastTrack projects
for consideration and Mr. Paul VanderMeer, Senior Advisor for Fiscal Policy, ECD, to present the
“FastTrack Report to State Funding Board” (“the Report”). Mr. VanderMeer reported that, as of the date
of the last Board meeting, the FastTrack balance was $229,941,952.34. Since that time, $33,195.34 in
interest was earned on the FastTrack fund; $23,727,244.00 in new loans had been approved and
$144,001.01 in funds were spent on FastTrack administrative expenses, which resulted in an adjusted
FastTrack balance available for funding grants or loans of $206,103,902.67 as of the date of the Report.
Mr. VanderMeer reported that commitments had been made in the amount of $143,834,035.46 resulting in
an uncommitted FastTrack balance of $62,269,867.21. Mr. VanderMeer reported that the projects to be
considered at this meeting totaled $8,626,382.00, and if these projects were approved, the uncommitted
balance would be $53,643,485.21; and the committed balance would be $152,460,417.46, or 74.0% of
FastTrack balance available for funding.

Ms. Stitt stated that the projects were being presented to the Board because state law required that FastTrack
projects in amounts exceeding $750,000 per eligible business within any three-year period be reviewed and
approved by the Board. Ms. Stitt then presented the following FastTrack projects:

e Automation Tool Company — Cookeville (Putnam Co.)

FastTrack Economic Development $1,000,000.00
e Chattanooga Seating Systems, L.L.C. — Chattanooga (Hamilton Co.)

FastTrack Job Training Assistance $ 611,652.00
e Eurotranciatura USA LLC - Paris (Henry Co.)

FastTrack Job Training Assistance $ 42,000.00

FastTrack Economic Development $ 650,000.00

o Evergreen Packaging, Inc. — Memphis (Shelby Co.)
FastTrack Economic Development $1,050,000.00



e Lowe’s Home Centers, LLC — Coopertown (Robertson Co.)

FastTrack Infrastructure Development $ 742,500.00

FastTrack Economic Development $3,000,000.00
e Mullican Flooring — Johnson City (Washington Co.)

FastTrack Economic Development $1,000,000.00
o Tenneco Automotive Operating Company, Inc. — Spring Hill (Maury Co.)

FastTrack Job Training Assistance $ 200,000.00

FastTrack Economic Development $ 330,230.00

The Board received in their packets signed letters, FastTrack checklists, and incentive acceptance forms
from the Commissioner of ECD. Mr. Hargett made a motion to approve the FastTrack projects that were
presented. Mr. Wilson seconded the motion, and it was unanimously approved.

Mr. Wilson then presented for approval a “Resolution Allocating from the Internal Service Fund to the
Capital Projects Fund $4,380,000.00 and Canceling Authorized Bonds.” Mr. Wilson explained that the
Resolution was to cancel the bond authorization related to the Enterprise Resource Planning Software
project, as was recommended in a memo from the Commissioner of Finance and Administration. Mr.
Wilson made a motion to approve the Resolution effective as of the date of this meeting. Commissioner
Martin seconded the motion, and it was unanimously approved.

Mr. Wilson then presented for approval a “Resolution Allocating from the Debt Service Fund to the Capital
Projects Fund $1,400,000.00 and Canceling Authorized Bonds.” Mr. Wilson explained that the Resolution
was to cancel the bond authorization related to the West Tennessee Megasite project, as was recommended
in a memo from the Commissioner of Finance and Administration. Mr. Wilson made a motion to approve
the Resolution effective as of the date of this meeting. Commissioner Martin seconded the motion, and it
was unanimously approved.

Mr. Wilson then presented for approval a “Resolution Allocating from the Debt Service Fund to the Capital
Projects Fund $33.17 and Canceling Authorized Bonds.” Mr. Wilson explained that the Resolution was to
cancel the bond authorization related to State projects, as was recommended in a memo from the
Commissioner of Finance and Administration. Mr. Wilson made a motion to approve the Resolution
effective as of the date of this meeting. Commissioner Martin seconded the motion, and it was unanimously
approved.

Mr. Wilson then stated that item number 9 on the Agenda would be considered next. Mr. Wilson then
presented for consideration and approval a revised Other Post Employment Benefit (OPEB) Trust for the
Tennessee School Boards Association (TSBA). Mr. Wilson explained that the Trustees of the TSBA voted
to change the name of the OPEB Trust and then submitted the revised OPEB Trust for TSBA to the Board
for approval. Mr. Wilson made a motion to approve the OPEB Trust for TSBA. Mr. Hargett seconded the
motion, and it was unanimously approved.

At this time, Mr. Hargett left the meeting. The remaining agenda items were report items only and did not
require board approval, therefore a quorum was not necessary.

Mr. Wilson then recognized Ms. Sandra Thompson, Director of the Office of State and Local Finance and
Assistant Secretary to the Board, who presented a report on the results of the sale of 2016 General
Obligation Bonds. Ms. Thompson reported that the State sold three series of bonds: Series A tax-exempt
new money bonds, Series B tax-exempt refunding bonds and Series C taxable refunding bonds. Ms.



Thompson stated that the par amount of the 2016 Series A bonds was $175,865,000.00, the par amount of
the 2016 Series B refunding bonds was $124,900,000.00 and the par amount of the 2016 Series C refunding
bonds was $63,385,000.00. Ms. Thompson reported that the 2016 Series A bonds generated a premium of
$42,513,156.35 and the Series B refunding bonds generated a premium of $35,745,897.10. Ms. Thompson
reported that the True Interest Cost was 2.29% for the Series A bonds, 2.00% for the Series B refunding
bonds and 2.12% for the Series C refunding bonds. Ms. Thompson then stated that the net present value
savings generated on the 2016 Series B refunding bonds was $15,148,862.02 or 10.93% of the refunded
par amount of $138,650,000 and the net present value savings generated on the 2016 C refunding bonds
was $7,659,549.67 or 13.68% of the refunded par amount of $55,995,000. No action was necessary.

Mr. Wilson then submitted the Report on Debt Obligation (CT-0253) for the State’s 2016 bond sale. The
Board accepted the CT-0253 and no further action was necessary.

After requesting other business and hearing none, Mr. Wilson adjourned the meeting.

Approved on this day of 2016.

Respectfully submitted,

Sandra Thompson
Assistant Secretary
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OCTOBER REVENUES

NASHVILLE, Tenn. - Tennessee revenues for October slightly exceeded revenues for the same time last
year. Finance and Administration Commissioner Larry Martin today reported that revenues for October
were $983.3 million, which is 1.29% more than October 2015, and $44.0 million in excess of the budgeted
estimate.

“The sales tax, which is one of Tennessee’s best economic indicators, recorded relatively moderate growth
for October,” Martin said. “Corporate revenues - franchise and excise taxes - recorded negative growth for
the month. However, this is a normal occurrence in the state’s business cycle for October, as this is when
some corporate filers who may have over paid their tax liability in previous months are allowed to request a
refund. Adjustments were consistent with our expectations.”

On an accrual basis, October is the third month in the 2016-2017 fiscal year.

General fund revenues for October were $44.0 million more than the budgeted estimate, and the four other
funds that share in state tax revenues were equal to the budgeted estimates.

Sales tax revenues were $37.5 million more than the estimate for October. The October growth rate was
4.52%. The year-to-date growth rate was 3.72%.

Franchise and excise combined revenues for October were $66.2 million which is $6.8 million more than the
budgeted estimate of $59.4 million. The growth rate for October was negative 14.42%. The year-to-date
growth rate was 14.04%.

Gasoline and motor fuel revenues decreased by 4.79% and they were $1.4 million less than the budgeted
estimate of $73.2 million.

Motor Vehicle Registration revenues increased by 3.99% and they were $1.7 million more than the October
estimate.

Tobacco tax revenues for the month were $0.2 million in excess of the budgeted estimate.
Privilege tax revenues were $2.0 million more than the budgeted estimate of $28.8 million.

Inheritance and Estate taxes were $1.7 million less than the October estimate.

- MORE -

Finance & Administration Communications ¢

312 Rosa Parks Ave #20 « Nashville, TN 37243
www.tn.gov/finance
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Business tax revenues were $1.6 million less than the October estimate.
Hall income taxes were $0.3 million less than the October estimate.
All other tax revenues were more than estimates by a net of $0.8 million.

Year-to-date revenues for three months were $198.6 million more than the budgeted estimate. The general
fund was over estimates by $183.9 million and the four other funds that share in state tax revenues
exceeded estimates by $14.7 million.

The budgeted revenue estimates for 2016-2017 are based on the State Funding Board's consensus
recommendation of November 23, 2015 and adopted by the second session of the 109th General Assembly
in April 2016. Also incorporated in the estimates are any changes in revenue enacted during the 2016
session of the General Assembly. These estimates are available on the state's website at
http://www.tn.gov/finance/article/fa-budget-rev.
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Table 1
Revenue Collections by Fund

October
2016-2017
2016 2015 2016
Fund Actual Budgeted B/(W) Percent Actual B/(W) Percent

General Fund $818,924,000 $774,913,000 $44,011,000 5.68% $805,973,000 $12,951,000 1.61%
Highway Fund 56,598,000 57,902,000 (1,304,000) -2.25% 54,333,000 2,265,000 4.17%
Sinking Fund 34,201,000 33,871,000 330,000 0.97% 34,384,000 (183,000) -0.53%
City & County Fund 70,007,000 69,036,000 971,000 1.41% 72,493,000 (2,486,000) -3.43%
Earmarked Fund 3,582,000 3,582,000 0 0.00% 3,583,000 (1,000) -0.03%

Total $983,312,000 $939,304,000 $44,008,000 4.69% $970,766,000 $12,546,000 1.29%

Revenue Collections by Tax
October
2016-2017
2016 2015 2016
Tax Source Actual Budgeted B/(W) Percent Actual B/(W) Percent

Franchise & Excise $66,226,000 $59,400,000 $6,826,000 11.49% $77,385,000 ($11,159,000) -14.42%
Income 4,655,000 4,999,000 (344,000) -6.88% 6,455,000 (1,800,000)  -27.89%
Inheritance & Estate (485,000) 1,201,000 (1,686,000) -140.38% 3,490,000 (3,975,000) -113.90%
Gasoline 49,470,000 51,500,000 (2,030,000) -3.94% 53,571,000 (4,101,000) -7.66%
Petroleum Special 5,262,000 5,428,000 (166,000) -3.06% 5,513,000 (251,000) -4.55%
Tobacco 22,686,000 22,445,000 241,000 1.07% 21,893,000 793,000 3.62%
Beer 1,540,000 1,484,000 56,000 3.77% 1,595,000 (55,000) -3.45%
Motor Vehicle Registration 22,054,000 20,340,000 1,714,000 8.43% 21,207,000 847,000 3.99%
Motor Vehicle Title 2,022,000 1,643,000 379,000 23.07% 1,919,000 103,000 5.37%
Mixed Drink 8,371,000 7,386,000 985,000 13.34% 7,554,000 817,000 10.82%
Business 5,207,000 6,792,000 (1,585,000) -23.34% 6,749,000 (1,542,000) -22.85%
Privilege 30,766,000 28,807,000 1,959,000 6.80% 28,784,000 1,982,000 6.89%
Gross Receipts 17,000 148,000 (131,000) -88.51% 287,000 (270,000)  -94.08%
TVA - In Lieu of Tax Payments 27,827,000 29,016,000 (1,189,000) -4.10% 28,454,000 (627,000) -2.20%
Alcoholic Beverage 5,383,000 4,576,000 807,000 17.64% 5,222,000 161,000 3.08%
Sales and Use 715,111,000 677,661,000 37,450,000 5.53% 684,195,000 30,916,000 4.52%
Motor Vehicle Fuel 17,093,000 16,275,000 818,000 5.03% 16,354,000 739,000 4.52%
Severance 104,000 195,000 (91,000)  -46.67% 136,000 (32,000) -23.53%
Coin-operated Amusement 3,000 8,000 (5,000) -62.50% 3,000 0 0.00%
Unauthorized Substance 0 0 0 NA 0 0 NA

Total $983,312,000 $939,304,000 $44,008,000 4.69% $970,766,000 $12,546,000 1.29%




Table 2

Revenue Collections by Fund
Year-to-Date
August - October

2016-2017
2016 - 2017 2015-2016 2016-2017
Fund Actual Budgeted B/(W) Percent Actual B/(W) Percent

General Fund 2,671,751,000 $2,487,849,000 $183,902,000 7.39% $2,557,626,000 $114,125,000 4.46%
Highway Fund 179,121,000 171,928,000 7,193,000 4.18% 176,491,000 2,630,000 1.49%
Sinking Fund 102,290,000 101,478,000 812,000 0.80% 102,760,000 (470,000) -0.46%
City & County Fund 279,656,000 272,944,000 6,712,000 2.46% 254,872,000 24,784,000 9.72%
Earmarked Fund 10,749,000 10,749,000 0 0.00% 10,750,000 (1,000) -0.01%

Total $3,243,567,000 $3,044,948,000 $198,619,000 6.52% $3,102,499,000 $141,068,000 4.55%

Revenue Collections by Tax
Year-to-Date
August - October
2016-2017
2016 - 2017 2015-2016 2016-2017
Tax Source Actual Budgeted B/(W) Percent Actual B/(W) Percent

Franchise & Excise $513,139,000 $420,300,000 $92,839,000 22.09% $449,974,000 $63,165,000 14.04%
Income 4,006,000 8,339,000 (4,333,000) -51.96% 11,031,000 (7,025,000) -63.68%
Inheritance & Estate 8,142,000 4,266,000 3,876,000 90.86% 17,041,000 (8,899,000) -52.22%
Gasoline 164,944,000 158,679,000 6,265,000 3.95% 166,581,000 (1,637,000) -0.98%
Petroleum Special 16,975,000 16,657,000 318,000 1.91% 16,952,000 23,000 0.14%
Tobacco 66,705,000 66,832,000 (127,000) -0.19% 66,076,000 629,000 0.95%
Beer 4,746,000 4,508,000 238,000 5.28% 4,786,000 (40,000) -0.84%
Motor Vehicle Registration 66,003,000 61,391,000 4,612,000 7.51% 63,885,000 2,118,000 3.32%
Motor Vehicle Title 6,115,000 4,757,000 1,358,000 28.55% 4,970,000 1,145,000 23.04%
Mixed Drink 25,183,000 22,278,000 2,905,000 13.04% 23,000,000 2,183,000 9.49%
Business 17,306,000 13,123,000 4,183,000 31.88% 13,039,000 4,267,000 32.72%
Privilege 79,330,000 79,363,000 (33,000) -0.04% 77,302,000 2,028,000 2.62%
Gross Receipts 14,374,000 16,307,000 (1,933,000) -11.85% 8,774,000 5,600,000 63.82%
TVA - In Lieu of Tax Payments 91,739,000 93,857,000 (2,118,000) -2.26% 92,826,000 (1,087,000) -1.17%
Alcoholic Beverage 15,320,000 13,871,000 1,449,000 10.45% 14,200,000 1,120,000 7.89%
Sales and Use 2,103,627,000 2,017,143,000 86,484,000 4.29% 2,028,176,000 75,451,000 3.72%
Motor Vehicle Fuel 45,556,000 42,652,000 2,904,000 6.81% 43,416,000 2,140,000 4.93%
Severance 332,000 574,000 (242,000) -42.16% 435,000 (103,000)  -23.68%
Coin-operated Amusement 25,000 51,000 (26,000) -50.98% 35,000 (10,000) -28.57%
Unauthorized Substance 0 0 0 NA 0 0 NA

Total $3,243,567,000 $3,044,948,000 $198,619,000 6.52% $3,102,499,000 $141,068,000 4.55%
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Economic Growth in Tennessee and the U.S., 2000-2015
year-over-year % change
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Contributions to Real GDP Growth
guarterly, percent, seasonally adjusted annualized rate

Intellectual Property Products = Government m=m Net Exports
mmm Nonresidential Equipment & Software mmmm Private Inventory Investment mmm Residential Investment
=== Nonresidential Structures mmm Consumer Spending —Real GDP

2013 2014 2015 2016

Source: Bureau of Economic Analysis through Q3 2016 e



Payroll Employment Changes
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Number of Workers per Job Opening

(# of unemployed persons + # marginally attached / total # of job openings)

2000-07 average
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Sources: Job Openings and Labor Turnover Survey, BLS through August 2016



Tennessee Payroll Employment Initial Unemployment Insurance

September 2016 Claims: Tennessee
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Employment Momentum by Industry: Tennessee

September 2016
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Measures of Wage Growth
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University of Michigan Consumer
Sentiment Index

100 Q1 1966=100
90
80
70
2013 2014 2015 2016

Source: University of Michigan Survey of Consumers through November 2016

Retail Gasoline Price
all grades, U.S. avg, $/gallon

3.7
3.2
2.7
2.2

1.7
2013 2014

Source: Energy Information Administration

2015 2016

through November 7, 2016

Household Wealth as a Percent of
Disposable Personal Income

675
625
575
525
2013 2014 2015 2016
Source: Federal Reserve Board through Q2 2016
Personal Savings Rate
percent
6.0
5.0
4.0
2013 2014 2015 2016

through September 2016
10

Source: Bureau of Economic Analysis



Real Personal Consumption Expenditures
percent
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U.S. House Prices
monthly index, year-over-year percent
change
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The Dollar and the Manufacturing Sector
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ISM Non-Manufacturing Index
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What is your outlook for the rate of growth in your business
over the next 3to 6 months compared to current rates?
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What is your medium-term outlook (over the next two to three
years) for the rate of growth in your business compared to
current rates?
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Blue Chip Real GDP Forecast

Annualized quarterly percent change
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“For me there is a relatively high bar in pure economic
terms for not moving in December.”

“Post-election we may end up with enough turmoll
around the election to create a different set of
conditions— there are other things that go on in the
world that can give pause, and | don’t completely rule
those out.”

- Atlanta Fed President Dennis Lockhart, 11/4/2016

18



On balance, Tennessee businesses contacts are moderately
optimistic about the growth of activity next year.

Specifically:

= Firms that derive most of their sales domestically are generally
fairly optimistic.

* The strong dollar and muted global demand continue to weigh
on growth expectations for many foreign-oriented companies.

= Travel and tourism activity remains a bright spot.

= Real estate fundamentals continue to be positive.

= Even with declines in some input costs, many businesses
have been able to hold the line on prices, supporting margins.

= Employment trends continue to be positive, though trend
varies by industry, skill and geography
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Growth in Quarterly Real Gross 5
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Duration of Business Cycle Expansion -
(June-July Fiscal Year)
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Sources: NBER and Moody’s Analytics.
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Growth in Quarterly Real Personal +
Consumption Expenditures (chained 2009 dollars)

8.0 -

o -

= 6.0

<

(%]

—

g

= 4.0 -

>

g

(%)

8 2.0

S S 2.14

(]

S

[a

i)

o

@ 0.0 V

©

e

(®)

]

gp-z.o—u

)

c

[}

(&)

o

a -4.0 -

-6.0 -
Mm N MHm MmO NH MmO O Mm MmO O MHm MHO O MHO MHO H O HO "HD "N O "H "HO 0 "N N o
o O O O T U O T T T oD o U U U T O o T T T T T T T U T ©T
O = &N OO < 1N O N 00 OO0 O 4 N O < 1D O IN 00 O O 1 &N D < 1nn O
a OO O OO OO O O OO0 OO OO O O O O O O O 0O 0O O v = " ™o o «—

November 17, 2016 William F. Fox ¢ Boyd Center for Business & Economic Research ¢ cber.haslam.utk.edu 4



Growth in Quarterly Real Private Residential | =
Fixed Investment and Housing Starts
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U.S

.JEuro Foreign Exchange Rate and

Real Exports Less Imports
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Unified Federal Budget Surplus
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Interest Rates and Inflation

8.0

—Federal Funds Rate, % per annum

=\ —=|nflation, yr-over-yr % chg

6.0

Rate

-4.0
00g3 01g3 0293 03g3 04g3 0593 06g3 0793 08q3 0993 10qg3 113 1293 13g3 1493 1593 1693

November 17, 2016 William F. Fox ¢ Boyd Center for Business & Economic Research ¢ cber.haslam.utk.edu



Tennessee and U.S. Nonfarm Job Growth
(year-over-year growth)

Year-Over-Year Growth
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Tennessee Monthly Nonfarm Jobs | *®

(seasonally adjusted)
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Tennessee Employment Distribution ks
by Industry, 2015
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Tennessee and U.S. Unemployment Rate
(seasonally adjusted)
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Tennessee Job Growth by Sector -
(Quarter Ending Sept. 2015 to Sept. 2016)
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Nonfarm Employment Growth, MSAs

(Quarter Ending Sept. 2015 to Sept. 2016)
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Change in Total Taxes, mm=
January—March, 2015 to 2016

U.S.: 1.6%
Tennessee: 3.7%

[] Less than 1.6% (18)
B 1.6% to 9.9% (28)
B Greater than 9.9% (4)
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Change in Sales Taxes, mmr
January—March, 2015 to 2016
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Change in Corporate Income Taxes, mmn
January—March, 2015 to 2016
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Change in Motor Fuel Taxes, mmr
January—March, 2015 to 2016
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Tennessee Department of Revenue Collections (Millions of Dollars)

2016 2017 2018
Percent General Percent General Percent General
Amount Change Fund Amount Change Fund Amount Change Fund

Sales and Use 8,267.2 7.3 7,795.3| 8,606.2 4.1 8,125.9| 8,950.4 40 8,450.9
Gasoline 659.9 4.4 10.2 667.8 1.2 10.8 674.5 1.0 10.9
Motor Fuel 172.3 4.1 3.3 176.6 2.5 33 180.1 2.0 3.4
Gasoline Inspection 67.4 4.0 19.8 68.4 15 20.1 69.1 1.0 20.3
Motor Vehicle Registration 271.2 3.6 47.8 276.6 2.0 47.1 283.5 2.5 48.3
Income 322.4 6.3 210.4 279.4 -13.3 182.3 232.5 -16.8 151.7
Privilege 359.5 2.2 357.1 379.7 5.6 379.7 402.4 6.0 402.4
Gross Receipts 368.7 -2.3 214.1 362.5 -1.7 208.7 369.8 2.0 212.9

Gross Receipts - TVA 348.7 0.0 194.4 342.1 -1.9 188.9 348.9 2.0 192.7

Gross Receipts - Other 20.0 -30.3 17.2 20.4 2.0 17.2 20.8 2.2 17.6
Beer 17.4 3.0 11.7 17.4 0.0 11.7 17.6 1.0 11.8
Alcoholic Beverage 62.3 9.3 51.5 66.7 7.0 55.1 70.7 6.0 58.4
Franchise & Excise 2,311.7 6.8 1,968.3| 2,427.3 5.0 2,114.7| 2,548.6 5.0 2,220.4
Inheritance & Estate 55.4 -21.1 55.4 20.0 -63.9 19.5 10.0 -50.0 9.8
Tobacco 261.5 -0.7 261.5 260.2 -0.5 212.0 260.2 0.0 212.0
Motor Vehicle Title 22.8 88.4 22.8 23.7 4.0 23.7 23.9 1.0 23.9
Mixed Drink 96.3 12.0 74.5 104.0 8.0 104.0 111.3 7.0 111.3
Business 154.6 0.8 77.2 162.3 5.0 139.0 170.4 5.0 146.0
Severance 1.4 -33.3 1.4 1.4 2.0 0.7 1.4 0.0 0.7
Coin Amusement 0.3 0.0 0.1 0.2 0.0 0.2 0.2 0.0 0.2
Unauthorized Substance 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total 13,472.3 7.6 11,179.9| 13,900.4 3.2 11,655.9| 14,376.8 3.4 12,092.6
General Fund Growth 143 4.3 3.7
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William F. Fox

Boyd Center for Business and Economic Research
University of Tennessee, Knoxville




Sheet1

		Tennessee Department of Revenue Collections (Millions of Dollars)

						2016						2017						2018

						Percent		General				Percent		General				Percent		General

				Amount		Change		Fund		Amount		Change		Fund		Amount		Change		Fund



		Sales and Use		8,267.2		7.3		7,795.3		8,606.2		4.1		8,125.9		8,950.4		4.0		8,450.9

		Gasoline		659.9		4.4		10.2		667.8		1.2		10.8		674.5		1.0		10.9

		Motor Fuel		172.3		4.1		3.3		176.6		2.5		3.3		180.1		2.0		3.4

		Gasoline Inspection		67.4		4.0		19.8		68.4		1.5		20.1		69.1		1.0		20.3

		Motor Vehicle Registration		271.2		3.6		47.8		276.6		2.0		47.1		283.5		2.5		48.3

		Income		322.4		6.3		210.4		279.4		-13.3		182.3		232.5		-16.8		151.7

		Privilege		359.5		2.2		357.1		379.7		5.6		379.7		402.4		6.0		402.4

		Gross Receipts		368.7		-2.3		214.1		362.5		-1.7		208.7		369.8		2.0		212.9

		Gross Receipts - TVA		348.7		0.0		194.4		342.1		-1.9		188.9		348.9		2.0		192.7

		Gross Receipts - Other		20.0		-30.3		17.2		20.4		2.0		17.2		20.8		2.2		17.6

		Beer		17.4		3.0		11.7		17.4		0.0		11.7		17.6		1.0		11.8

		Alcoholic Beverage		62.3		9.3		51.5		66.7		7.0		55.1		70.7		6.0		58.4

		Franchise & Excise		2,311.7		6.8		1,968.3		2,427.3		5.0		2,114.7		2,548.6		5.0		2,220.4

		Inheritance & Estate		55.4		-21.1		55.4		20.0		-63.9		19.5		10.0		-50.0		9.8

		Tobacco		261.5		-0.7		261.5		260.2		-0.5		212.0		260.2		0.0		212.0

		Motor Vehicle Title		22.8		88.4		22.8		23.7		4.0		23.7		23.9		1.0		23.9

		Mixed Drink		96.3		12.0		74.5		104.0		8.0		104.0		111.3		7.0		111.3

		Business		154.6		0.8		77.2		162.3		5.0		139.0		170.4		5.0		146.0

		Severance		1.4		-33.3		1.4		1.4		2.0		0.7		1.4		0.0		0.7

		Coin Amusement		0.3		0.0		0.1		0.2		0.0		0.2		0.2		0.0		0.2

		Unauthorized Substance		0.0		0.0		0.0		0.0		0.0		0.0		0.0		0.0		0.0



		Total		13,472.3		7.6		11,179.9		13,900.4		3.2		11,655.9		14,376.8		3.4		12,092.6

		General Fund Growth				14.3						4.3						3.7



		November 17, 2016

		William F. Fox

		Boyd Center for Business and Economic Research

		University of Tennessee, Knoxville












EEN
EEE
e
Actual Tax Collection Revenues and .
Revenues Adjusted for Inflation, 2003-2018
$15,000 Ry
$14,000 — . : _ —
13 000 Revenues Adjusted for Inflation (2003=100.0) A,376.8
. $12,000
é $11,000
€
; $10,000
§ Y e ‘0,408.4
$8,000 = —
$7,000
$6,000
$5,000 . . . . . . . . . . . . . . .

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

November 17, 2016

William F. Fox ¢ Boyd Center for Business & Economic Research ¢ cber.haslam.utk.edu 21



HER
™ ® ° [ B |
Growth in Adjusted Tax Collections | =
1972-2018
25.0
= =Real
20.0 Nominal
15.0 A
\ p ;
2 100 4 ) I
g \ I\ ] \ 0
2 50 | v VI N
< ] ] A /N
z VPV, AV AR\ (AR\V R
5 0.0 / [
\ \ \ \ \ f
5.0 \/ ! \
-10.0
-15.0
EARCHICONCOIC A I JIC I G g g g g g

November 17, 2016

William F. Fox ¢ Boyd Center for Business & Economic Research ¢ cber.haslam.utk.edu

22



Growth in Sales Tax Revenue .

(3-month moving average)
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Sales Tax Collections by Category of Sales | ==
(Quarter Ending Sept. 2015 to Sept. 2016)
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Realty Transfer and Mortgage Tax
Collections (3-month moving average)
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Sales Tax Collections, Actual vs. Rate mn
Adjusted, 1971-2016
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GDP: Percent Change from Preceding Period
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PCE: Percent Change from Preceding Period
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Tennessee GDP Current Dollars
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Tennessee Personal Consumption Expenditures
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TENNESSEE POPULATION AND LABOR FORCE GROWTH
1980 - 2015

Source: U.S. Census Bureau and Bureau of Labor Statistics
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Tennessee Metropolitan Statistical Areas
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Change in MSA Real Dollar GDP 2014 - 2015
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MSA Seasonally Adjusted Unemployment Rate

September 2016: State Rate 4.6%
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Net County Population Change: 2010 — 2015
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ESTIMATED TENNESSEE DEPARTMENT OF REVENUE COLLECTIONS:

ACCRUAL YEAR BASIS

FY 15-16 FY 16 - 17 FY 17- 18 FY 18-19
PERCENT PERCENT
CHANGE CH/I:ENRGC;ZII/ER CHANGE
ACCRUAL YEAR BASIS AMOUNT AMOUNT OVER AMOUNT DERVIOUS AMOUNT OVER
PERVIOUS VEAR PERVIOUS
YEAR YEAR
$8,267,224,400  $8,574,680,000 3.7% $8,961,590,000 4.5% $9,365,030,000 4.5%
$659,915,000 $672,258,300 1.9% $684,863,800 1.9% $698,561,076 2.0%
$172,336,300 $174,291,600 1.1% $179,581,400 3.0% $182,732,700 1.8%
$67,380,500 $69,349,500 2.9% $69,946,700 0.9% $70,619,300 1.0%
$271,197,800 $277,157,600 2.2% $283,056,400 2.1% $285,831,500 1.0%
$322,356,000 $267,484,400 -17.0% $211,566,200 -20.9% $132,228,900 -37.5%
$316,544,100 $326,182,945 3.0% $332,249,996 1.9% $342,719,412 3.2%
$19,979,200 $26,035,200 30.3% $26,686,000 2.5% $27,337,000 2.4%
$348,742,900 $354,520,400 1.7% $366,172,800 3.3% $378,194,500 3.3%
$17,378,000 $18,105,500 4.2% $18,141,700 0.2% $18,177,900 0.2%
$62,250,200 $69,482,600 11.6% $76,116,700 9.5% $82,743,800 8.7%
$2,311,705,100  $2,225,162,600 -3.7% $2,296,961,100 3.2% $2,393,642,800 4.2%
$55,353,200 $26,686,000 51.8% $1,900,000 -92.9% 0 -100.0%
$261,480,900 $260,714,100 -0.3% $258,039,600 -1.0% $252,599,500 2.1%
$22,781,500 $24,150,700 6.0% $24,664,100 2.1% $25,423,300 3.1%
$96,275,100 $104,705,800 8.8% $112,120,300 7.1% $119,630,900 6.7%
$154,622,300 $158,092,880 2.2% $164,827,740 4.3% $171,420,850 4.0%
$1,400,400 $1,310,200 -6.4% $1,276,900 -2.5% $1,269,400 -0.6%
$268,500 $272,300 1.4% $281,358 3.3% $296,591 5.4%
$5,900 $5,900 0.0% $5,900 0.0% $5,900 0.0%
$13,429,197,300  $13,630,648,525 1.5%  $14,070,048,694 3.2% $14,548,465,330 3.4%
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Fiscal Year

COMPARISON OF ACTUAL ACCRUAL STATE TAX REVENUE
DEPARTMENT OF REVENUE TAXES

c0lk Tax Revenue

YEAR OVER YEAR COMPARISON
Total % Point
Fiscal Year2015 Fiscal Year2016 % Change TaxWeight Contribution
Sales and Use Tax $7,706,000,000 $8,267,200,000 7.28% 60.94% 4.44%
Hall Dividend & Interest Tax 303,400,000 322,400,000 6.26% 2.40% 0.15%
Corporate Franchise and Excise Tax 2,164,500,000 2,311,700,000 6.80% 17.12% 1.16%
Gasoline Tax 631,800,000 659,900,000 4.45% 5.00% 0.22%
Other 1,839,600,000 1,868,000,000 1.55% 14.55% 0.22%
TOTALACCRUAL REVENUE $12,645,200,000 $13,429,200,000 6.20% 100% 6.20%

*Data from F&A




Housing

* Housing starts increased 27.8% from FY 2015 - FY 2016

e Bythe end of FY 2017, housing starts are expected to decrease 5.24%
from a year earlier

TN Housing Starts, Quarterly
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Note: Data from the U.S. Census Bureau, forecast from Moody’s Analytics 3



Tax Implications

Direct Revenue Implications of Increased Housing Activity (Most Recent 6 Month Data)
Growth is presented as yearoveryear (YOY)

Sales Tax Collections from Building Materials

Collections YOY % Growth YOY $ Growth
May $43,894,742 5.67% $2,356,699
June $39,804,234 -0.14% -$57,202
July $44,686,167 10.14% $4,113,595
August $38,067,988 2.66% $985,993
September $36,597,440 9.75% $3,251,445
October $39,263,152 5.79% $2,149,699
5.58% $12,800,229
Privilege Tax Collections from Realty Transfer
Collections YOY % Growth YOY $ Growth
May $13,845,239 27.05% $2,947,586
June $15,359,185 28.55% $3,411,344
July $14,772,483 3.84% $545,661
August $13,446,374 0.12% $15,856
September $15,344,287 17.10% $2,240,465
October $13,942,522 14.50% $1,765,861
14.42% $10,926,773
Privilege Tax Collections from Realty Mortgage
Collections YOY % Growth YOY $ Growth
May $7,128,649 28.73% $1,590,845
June $6,432,183 26.46% $1,345,819
July $6,168,410 0.30% $18,669
August $5,556,640 -1.92% -$108,796
September $7,227,967 41.95% $2,135,913
October $6,211,723 20.07% $1,038,334
18.41% $6,020,784
6 Month Total Growth 8.80% $29,747,786




Automotive

e Tennessee vehicle registrations increased 2.6% from FY 2015 - FY 2016

e Bythe end of FY 2017, vehicle registrations are expected to increase 2.3%
from a year earlier

Tennessee Vehicle Registrations
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Note: Data and forecast from the Department of Revenue



Tax Implications

Direct Revenue Implications of Increased Automotive Activity (Most Recent 6 Month Data)

Growth is presented as year overyear (YOY)

Sales Tax Collections from MotorVehicle Dealers, New & Used

Collections YOY % Growth YOY $ Growth
May $52,946,937 8.73% $4,253,038
June $53,854,564 0.22% $116,030
July $53,554,752 4.85% $2,479,504
August $57,200,296 5.63% $3,048,899
September $59,308,175 4.88% $2,762,171
October $54,878,570 8.17% $4,143,372
5.34% $16,803,014
Sales Tax Collections from MotorVehicle Dealers, Used
Collections YOY % Growth YOY $ Growth
May $15,758,545 7.97% $1,163,667
June $14,778,474 -4.02% -$618,414
July $15,306,820 4.30% $631,480
August $15,737,395 6.41% $947,678
September $16,160,064 6.62% $1,003,759
October $14,880,376 -7.04% -$1,127,169
2.21% $2,001,001
Sales Tax Collections from Auto Repair, Services, and Parking
Collections YOY % Growth YOY $ Growth
May $17,393,105 2.38% $404,317
June $17,277,737 2.71% $455,520
July $18,318,173 2.82% $502,930
August $17,135,962 -5.30% -$958,506
September $18,222,516 6.15% $1,055,510
October $17,879,148 5.39% $915,044
2.29% $2,374,815
6 Month Total Growth 4.16% $21,178,830
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Tax Implications

Direct Revenue Implications of Increased Sales Activity (Most Recent 6 Month Data)

Growth is presented as yearoveryear (YOY)

Sales Tax Collections from Eating & Drinking Places

Collections YOY % Growth YOY $ Growth
May $71,507,759 8.12% $5,367,608
June $69,698,755 0.79% $543,205
July $71,846,796 5.33% $3,635,288
August $71,410,570 4.38% $2,996,666
September $68,366,796 1.62% $1,091,790
October $70,195,021 5.51% $3,666,388
4.26% $17,300,945
SalesTax Collections from Hotels & Lodging Places
Collections YOY % Growth YOY $ Growth
May $20,854,139 15.27% $2,761,818
June $20,550,766 10.61% $1,971,418
July $23,072,371 9.63% $2,026,844
August $24,150,004 8.80% $1,952,423
September $19,345,931 3.84% $715,238
October $22,922,240 18.81% $3,628,669
11.08% $13,056,410
Mixed Drink (Liquor-by-the-Drink) Tax Collections
Collections YOY % Growth YOY $ Growth
May $9,378,889 20.47% $1,593,414
June $8,889,463 8.22% $674,975
July $8,384,360 11.22% $846,111
August $8,323,645 9.30% $708,077
September $8,488,811 8.41% $658,722
October $8,370,962 10.81% $816,912
11.38% $5,298,211
6 Month Total Growth 6.25% $35,655,566




Motor Fuel Related Collectionsx

Motor Fuel Related Tax Collections

o I
* Motor fuel related tax £50 S N ——

0 /\/
700
650 ‘V/

600 T
T T T S S VR S SN SIS SR, VIR
O

collections increased
4.66% from FY 2015 - FY
2016

Motor Fuel Related Tax Collections, Millions

Motor Fuel Collections

e Bythe end of FY 2017, Growth in Motor Fuel Related Tax Collections
s 8%
collections are expected S E TN A .
toincrease 2.48% froma | » | "\ \~—— A ~
- NGRS VAR \ /[~
year earlier - 2T \/
o o Vv
5  .8%

 H P S S MR N
AT AN S U U U U e ST S
QT VYT Y Y Y Y YY)

*Motor fuel related tax collections include collections from the gasoline tax, the motor fuel tax, and the petroleum special tax.

Note: Data and forecast from the Department of Revenue



Tax Implications

Direct Revenue Implications of Increased Motor Fuel Related Activity (Most Recent 6 Month Data)
Growth is presented as year overyear (YOY)

Sales Tax Collections from Gasoline Services Stations

Collections YOY % Growth YOY $ Growth
May $12,355,940 21.84% $2,214,746
June $12,814,200 9.98% $1,162,406
July $12,914,753 13.44% $1,530,415
August $13,024,796 9.84% $1,166,730
September $13,199,968 14.82% $1,704,234
October $12,808,778 12.07% $1,379,994
13.48% $9,158,525
Gasoline Tax Collections
Collections YOY % Growth YOY $ Growth
May $54,315,510 2.39% $1,266,014
June $58,521,618 2.79% $1,589,819
July $61,933,393 4.08% $2,426,641
August $56,224,386 -0.50% -$283,005
September $59,249,931 4.86% $2,747,562
October $49,438,367 -7.63% -$4,081,801
1.09% $3,665,230
Motor Fuel Tax Collections
Collections YOY % Growth YOY $ Growth
May $12,043,382 -15.52% -$2,212,632
June $14,739,943 8.97% $1,213,843
July $16,273,978 1.08% $174,050
August $13,544,982 8.83% $1,098,783
September $14,918,182 2.07% $302,404
October $16,825,185 3.43% $557,953
1.30% $1,134,401
6 Month Total Growth 2.84% $13,958,156

10



Tennessee Tax Volatility Comparison

Volatility of state tax revenue, real GDP, and CPI (adjusted)
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YOY Change in Collections - Selected F&E

FY16 Growth
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FEE Payment History

Franchise Excise Net Estimated Reported Franchise Excise Net Estimated Reported
FY Month Return Retum Payments Total FY Month Retum Return Payments Total
2014 Jul-13 34,538,002 121,328,747 (89,337,993) 66,528,755, 2016 Jul-15 30,358,004 83,818,024 (33,674,495) 80,501,532
2014 Aug-13 23,493,846 35,107,726 (26,946,250) 31,655,323 2016 Aug-15 34,463,474 211,462,095 (234,091,138) 11,834,432
2014 Sep-13 97,849,514 198,430,981 (19,196,225) 277,084,270 2016 Sep-15 129,639,680 223,320,743 7,793,729 360,754,153
2014 Oct-13 231,161,623 400,009,346 (587,942,518) 43,228,451 2016 Oct-15 260,999,516 488,041,213 (671,655,187) 77,385,542
YTD Jul-13 thru Oct-13 387,042,985 754,876,800 (723,422,986) 418,496,799 YTD Jul-15 thru Oct-15 455,460,674 1,006,642,075 (931,627,091) 530,475,659
2014 Nov-13 50,078,867 71,596,808 (87,024,364) 34,651,311 2016 Nov-15 41,634,293 60,113,054 (60,636,876) 41,110,471
2014 Dec-13 36,957,768 66,926,206 95,663,489 199,547,462 2016 Dec-15 19,432,574 35,324,387, 215,766,251 270,523,212
2014 Jan-14 26,435,622 30,084,111 83,150,464 139,670,197 2016 Jan-16 28,380,286 54,496,118 108,477,679 191,354,083
2014 Feb-14 15,967,276 24,417,219 (2,270,617) 38,113,879 2016 Feb-16 22,978,337 43,659,841 (17,001,390) 49,636,788
2014 Mar-14 48,029,819 68,850,377, 71,343,409 188,223,605 2016 Mar-16 65,308,500 113,403,374 71,557,545 250,269,419
2014 Apr-14 85,164,839 126,840,089 247,123,560 459,128,489 2016 Apr-16 93,884,592 153,621,558 278,717,735 526,223,885
2014 May-14 21,922,043 30,649,115 (6,062,319) 46,508,839 2016 May-16 13,814,167 20,143,324 20,059,374 54,016,865
2014 Jun-14 15,638,975 22,713,975 290,755,485 329,108,434 2016 Jun-16 27,395,204 41,800,541 329,216,979 398,412,724
FY2014 Total 687,238,195 1,196,954,700 (30,743,879) 1,853,449,015 FY2016 Total 768,288,628 1,529,204,272 14,530,206 2,312,023,106,
2015 Jul-14 30,398,863 149,033,591}  (110,956,514) 68,475,939 2017 Jul-16 34,400,571 118,578,558 (96,678,355) 56,300,774
2015 Aug-14 29,902,427 41,311,672 (36,629,557) 34,584,541 2017 Aug-16 35,826,068 68,563,509 (62,326,948) 42,062,630
2015 Sep-14 110,332,720 173,782,799 34,382,180 318,497,698 2017 Sep-16 121,925,876 192,328,214 90,595,834 404,849,924
2015 Oct-14 225,936,479 385,523,895 (584,640,584) 26,819,791 2017 Oct-16 282,327,770 525,743,742 (741,845,308) 66,226,204
YTD Jul-14 thru Oct-14 396,570,488 749,651,957, (697,844,476) 448,377,969 YTD Jul-16 thru Oct-16 474,480,285 905,214,023 (810,254,777) 569,439,531
2015 Nov-14 48,602,699 67,463,851 (99,929,655) 16,136,895
2015 Dec-14 25,951,903 22,764,205 170,553,335 219,269,443
2015 Jan-15 17,509,536 36,437,267 269,332,339 323,279,141
2015 Feb-15 16,433,188 34,559,195 (934,257) 50,058,125,
2015 Mar-15 55,322,465 89,991,156 51,031,799 196,345,419
2015 Apr-15 82,622,291 136,218,139 296,625,675 515,466,104
2015 May-15 21,730,326 36,868,954 7,788,170 66,387,450
2015 Jun-15 18,186,079 27,137,565 310,885,213 356,208,857
FY 2015 Total 682,928,974 1,201,092,288: 307,508,142 2,191,529,404 FY2017 Total 474,480,285 905,214,023 (810,254,777) 569,439,531
13

Note: Totals may differ because of rounding



Public Chapter 92 of 2015

e Requires the Department to include in its estimates of franchise and
excise tax revenue growth a description of whether the growth is recurring
or nonrecurring.

* Unforeseen events can result in large, non-recurring changes in tax
collections.
— Mergers & Acquisitions
— Audit Assessments
— Voluntary Disclosure Agreements
— Litigation

14



Non-Recurring Items

* Analyze daily tax revenue collections relative to previous years and budget
estimates.

 Identify extraordinary or unusual payments using the Department of
Revenue Business Intelligence tool and SAS programs.

* Focus analysis at the taxpayer level to identify the nature of payments and
possible implications to total tax collections for the month.

e Maintain a list of one-time events and analyze any impact these payments
may have on the following fiscal year.

15



Public Chapter 92 of 2015

* There are no known non-recurring items included in the estimates for
fiscal year 2017, but the Department is anticipating approximately $180

million in non-recurring payments in FY 2017. These payments are not
included in the estimates for FY 2017.

e Thefiscal year 2018 estimates do not include revenue estimates for any
proposed or potential rule changes.

16



Tennessee Employment

e Strong growth in employment
e Steady employment growth is expected over the forecast horizon

Tennessee Employment
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Tennessee Personal Income

* Personal income gains of 4.27% for FY 2016

* Personal income gains of 2.73% are expected for FY 2017, led by growth
in dividends, interest, and rents

TN Personal Income
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REVENUE COLLECTION ESTIMATES

STATE FUNDING BOARD MEETING - 11/17/2016

Accrual year basis (USD)

SOURCE OF REVENUE

Department of Revenue

Sales and Use Tax

Gasoline Tax

Motor Fuel Tax

Gasoline Inspection Tax

Motor Vehicle Registration Tax
Income Tax

Privilege Tax!

Gross Receipts Tax - TVA
Gross Receipts Tax - Other
Beer Tax

Alcoholic Beverage Tax
Franchise & Excise Tax
Inheritance and Estate Tax
Tobacco Tax

Motor Vehicle Title Fees

Mixed Drink Tax

Business Tax

Severance Tax

Coin-operated Amusement Tax

Total Department of Revenue

General Fund Only

official FY2017 FY2018
Accrual Revenues Revenue Estimates Revised Estimates % change? Revenue Estimates % change?
FY2016 FY2017 FY 2017 over FY2016 FY2018 over FY 2017
Actual
$8,267,200,000 $8,272,700,000 8,601,200,000 4.04% 8,911,100,000 3.60%
659,900,000 632,700,000 669,500,000 1.45% 685,400,000 2.37%
172,300,000 170,200,000 177,400,000 2.96% 183,300,000 3.33%
67,400,000 66,100,000 69,200,000 2.67% 70,100,000 1.30%
271,200,000 261,900,000 280,900,000 3.58% 289,100,000 2.92%
322,400,000 296,000,000 286,100,000 -11.26% 299,000,000 4.51%
316,500,000 333,400,000 335,000,000 5.85% 353,900,000 5.64%
348,700,000 355,000,000 342,200,000 -1.86% 346,600,000 1.29%
20,000,000 31,200,000 28,400,000 42.00% 29,700,000 4.58%
17,400,000 17,100,000 17,600,000 1.15% 17,900,000 1.70%
62,300,000 62,300,000 65,800,000 5.62% 69,400,000 5.47%
2,311,700,000 2,133,400,000 2,367,600,000 2.42% 2,483,300,000 4.89%
55,400,000 14,500,000 14,500,000 -73.83% 1,900,000 -86.90%
261,500,000 260,700,000 259,800,000 -0.65% 258,400,000 -0.54%
22,800,000 18,800,000 24,100,000 5.70% 24,600,000 2.07%
96,300,000 94,100,000 106,100,000 10.18% 116,200,000 9.52%
154,600,000 155,200,000 165,900,000 7.31% 176,600,000 6.45%
1,400,000 2,000,000 1,200,000 -14.29% 1,300,000 8.33%
300,000 300,000 300,000 0.00% 300,000 0.00%
$13,429,300,000 $13,177,600,000 $13,812,800,000 2.86% $14,318,100,000 3.66%
$11,257,100,000 $11,056,900,000 $11,599,800,000 3.04% $12,032,400,000 3.73%

IPrivilege excludes $43.0 million dollar earmark not included by F&A

2Percent change in revenue for each tax is the calculated percentage change afterrounding to nearest $100,000

Note: Totals may differ due to rounding



Definitions and Sources

SAAR = Seasonally Adjusted Annualized Rate
FY = Fiscal Year

TN = Tennessee

Data Sourced From:
— Moody’s Analytics (Fall, 2016)
— BEA (Fall, 2016)
— BLS (Fall, 2016)
— U.S. Census Bureau (Fall, 2016)
— TN Department of Revenue (Fall, 2016)
— TN Department of Finance & Administration (Fall, 2016)
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Economic Baseline

[0 Total nonfarm payrolls have continued steady growth.
[0 Last 12 months (OCT 2015 to OCT 2016): added = 2,400,000 jobs.
[0 Unemployment rate now 4.9% (OCT) in U.S.; 4.6% in TN (SEP).
[0 Labor force participation rate has been between 62% - 63%.
[l Wages have been stagnant.
[0 Low crude (and gas) prices.
[0 Overall inflation has been very low.

B CPI (all urban consumers, all items) = Nov 2015: 0.44%;

July 2016: 0.87%.

[0 Historically low cost of capital.
[0 Financial markets have been somewhat volatile, but have held onto

the gains experienced over last few years.
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Economic Baseline

[0 Good housing market; especially hot in certain areas of TN.
[0 Retail sales (excluding food services) picked up slightly in 2016:

B 2015o0ver 2014 =1.6%; YTD 2016 over 2015 = 2.2%

[0 Consumer Confidence Index — up in both August & September
(highest since recession); but was down in October.

[0 Economic uncertainty due to the Presidential election; probably
hampered economic growth to some degree.

U.S. Dollar ($) has strengthened; negatively impacted exports.
GDP growth: Q4 2015: 1.4%; Q1 2016: 1.1%; Q2 2016: 1.2%.

TN closed out FY15-16 with 5.6% growth in tax revenue (cash
basis); 6.2% (accrual basis).

O O O

[0 So...what happens now?

Fiscal Review Committee Staff 3



Economic Outlook (Short term)

[0 Short term prognosis (thru end of FY16-17) is “continued slow
growth”.

[0 Moderate GDP growth forecasts (WS] Survey): 2.9% in Q3 2016
(advanced preliminary estimate); 2.3% in Q4 2016; 2.2% in Q1
2017; and 2.3% in Q2 2017.

[0 Expectations for retail sales are good:

B 2016 Holiday sales growth rate forecast is 3.7% per National
Retail Federation; was 3.6% in 2015.

U.S. (ISM) Manufacturing Index rose to 51.9 in October.
Employment numbers should continue to improve (marginally).

O 0O O

Wage growth is starting to become more evident.

B Federal Reserve Bank (Atlanta) Wage Growth Tracker (non-
smoothed) —up 4.2% in September 2016.

Fiscal Review Committee Staff 4



Economic Outlook (Short term)

[0 With wages starting to rise, prices are likely to pick up.
B CPI (all items) up to 1.5% in Sep. 2016 (2-year high).
[0 Slight upward price pressures; but still relatively low core inflation

expectations (WS] Survey): 1.7% in Dec. 2016; and 2.1% in June
2017.

[0 Crude prices expected to remain relatively low for some time —
below $60/barrel thru December 2018 (WS] Survey).

[0 Housing still has room for growth.
B Increasing demand = increasing prices: up in October by 5.2%.
B More first-time home buyers — 34% of all buyers in September.

[0 Millennials are slowly starting to consume more.

[l Marginally increasing consumer demand = moderate tax revenue
growth.
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Economic Outlook (Long term)

O

Longer term prognosis (FY17-18) is much more uncertain:

B DMost probable: Continue slow growth period (2.0 —2.5% GDP growth).
B Increasing possibility: Begin a period of diminishing growth.
Economy approaching a business cycle peak.

Rate that the economy has been adding new jobs is diminishing.
Approaching full employment; natural rate of unemployment.

TN |

Fed monetary policy benchmarks: Unemployment (5.0%) and
inflation (2.0%).

Likely the Fed will increase short term interest rates in December
2016 with subsequent rate increases to follow.

O

[0 Fed commitment to quarterly rate increases could be the factor that
causes a very slow economic expansion to change to a period of
diminishing growth...that ultimately leads to the next recession.

Fiscal Review Committee Staff 6



Economic Outlook (Long term)

[0 Now 89 months into economic expansion (since June 2009).

[0 An additional 20 months of expansion (109 total months) would be
the 27¢ longest period of expansion period since WWIL.

[0 U.S. twice as likely to enter a recession after a Presidential election
as compared with all other years (4 of last 8 recessions).

[0 Monthly survey of economists put odds of a recession occurring
within next 4 years at 60%; within the next year at over 20%.

[l Besides anecdotal information, what specific indicators might be
suggesting we are approaching the end of the business cycle?

U.S. Leading Economic Index

Diffusion Index

Yield Spread

TN Leading Index (as compared to the U.S. LEI)

U.S. Unemployment Rate vs 3-year Moving Average

Peak of Corporate Profits
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U.S. Leading Economic Index

Composite index of 10 cyclical
indicators that tend to shift
direction in advance of the
business cycle.

Fiscal Review Committee Staff 8



Diffusion Index

Diffusion Index measures the
proportion of indicators (that make
up the LEI) that are rising.

Fiscal Review Committee Staff 9



Yield Spread
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TN Leading Index (vs. U.S. Index)

AN

Movements in the TN Leading Index
seem to lead movements in the U.S.
Leading Index.
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Unemployment (Rate vs 3-Yr MIA)

\ . \

When unemployment rate crosses
and rises above the 3-year MA,
historically the U.S. enters a
recession.
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Peak of Corporate Profits

On average since 1960, the U.S.
has entered into recessions about
18 months out following a peak in
corporate profits.

Corporate profits peaked =
early-to-mid 2015.

Fiscal Review Committee Staff 13



Economic Outlook (Summary)

[0 Economic outlook (and revenue growth forecasts)
should be tempered (slightly) based on:

Recent changes in leading indicators.

Elevated level of uncertainty that resulted from atypical
Presidential election.

That uncertainty is over; will be replaced with new
uncertainty concerning the policies of the President-
elect (with a Republican-majority Congress).

The status of the U.S. economy within the current
business cycle expansion.

Economic expansions do not last into perpetuity.
Not a matter of if, but when (next recession occurs).

Fiscal Review Committee Staff 14



Economic Outlook (Summary)

But overall, economic fundamentals are still
there for moderate tax revenue growth:

Increasing consumer demand.

Upside potential with housing.

Driven in part due to millennials.

Good employment numbers.

Relatively low crude (gas) prices.

Upward price pressures will be mild/gradual.

Despite marginally increasing interest rates, the
cost of capital will remain relatively low for the
forecasting period.

Fiscal Review Committee Staff 15



Revenue Forecasting Issues

[0 What will sales tax collection growth be following three years of
better-than-average and accelerating growth; 3.9% in FY13-14,
5.8% in FY14-15, and 7.3% in FY15-16 respectively?

[l What are F&E taxes going to do after two consecutive years of
good growth; 16.5% in FY14-15, and 6.8% in FY15-16
respectively?

[0 Isrecent growth in fuel tax collections sustainable? All fuel taxes
combined grew 4.35% in FY15-16.

[0 What’s up with the alcohol related taxes? All alcohol related
taxes combined grew 10.01% in FY15-16.

[0 Whatlies ahead for Hall Income tax collections and
inheritance/estate tax collections?

Fiscal Review Committee Staff 16



TN Tax Revenue Outlook

FRC 1s estimating tax revenue growth, but
diminished growth for each FY16-17 and
FY17-18 (relative to FY15-16):

B Accrued revenue growth was 6.20% in FY15-16.

B FY16-17 estimate for total revenue growth is 3.26%
» General Fund growth estimated to be 3.71%.

B FY17-18 estimate for total revenue growth is 3.44%
» General Fund growth estimated to be 3.66%.

Fiscal Review Committee Staff 17



Growth Forecasts: FY16-17 & FY17-18

FY16-17 FY17-18
Tax Growth
source || PYiedr | Foreesstior | ectimates | Estimats
FY16-17 for FY16-17 | for FY17-18
Sales Tax 3.72% 4.40% 4.23% 3.71%
F&E 14.04% 2.67% 4.90% 4.58%
Motor Fuels 0.23% 2.51% 1.94% 2.19%
Alcohol 1.77% 7.21% 1.77% 6.98%
Income -63.68% -16.35% -17.97% 2.64%
All Other 1.65% -0.87% -0.29% 0.49%
Total 4.55% 2.79% 3.20% 3.44%

Fiscal Review Committee Staff
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Estimates for FY16-17 & FY17-18

ACTUAL FRC STAFF PERCENT FRC STAFF PERCENT
ACCRUED TAX REVENUE INCREASE TAX REVENUE INCREASE

REVENUE SOURCE COLLECTIONS ESTIMATES OVER ESTIMATES OVER

FY15-16 FY16-17 FY15-16 FY17-18 FY16-17
SALES & USE TAX $8,267,224,400 $8,620,000,000 4.3% $8,940,000,000 3.7%
GASOLINE TAX $659,915,000 $671,000,000 1.7% $684,400,000 2.0%
MOTOR FUEL TAX $172,336,300 $178,000,000 3.3% $183,300,000 3.0%
GASOLINE INSPECTION TAX $67,380,500 $68,900,000 2.3% $70,300,000 2.0%
MOTOR VEHICLE REG. TAX $271,197,800 $280,000,000 3.2% $285,500,000 2.0%
INCOME TAX $322,356,000 $265,000,000 -17.8% $272,000,000 2.6%
PRIVILEGE TAX - LESS EARMARKED* $316,544,100 $347,000,000 9.6% $357,000,000 2.9%
GROSS RECEIPTS TAX TVA $348,742,900 $342,200,000 -1.9% $345,000,000 0.8%
GROSS RECEIPTS TAX OTHER $19,979,200 $29,000,000 45.2% $29,000,000 0.0%
BEER TAX* $17,378,000 $18,500,000 6.5% $18,900,000 2.2%
ALCOHOLIC BEVERAGE TAX $62,250,200 $69,000,000 10.8% $74,500,000 8.0%
FRANCHISE & EXCISE TAX $2,311,705,100 $2,400,000,000 3.8% $2,510,000,000 4.6%
INHERITANCE TAX $55,353,200 $22,000,000 -60.3% $3,000,000 -86.4%
TOBACCO TAX $261,480,900 $260,000,000 -0.6% $256,800,000 -1.2%
MOTOR VEHICLE TITLE FEES $22,781,500 $25,000,000 9.7% $26,000,000 4.0%
MIXED DRINK TAX $96,275,100 $104,500,000 8.5% $112,000,000 7.2%
BUSINESS TAX $154,622,300 $165,000,000 6.7% $175,000,000 6.1%
SEVERANCE TAX $1,400,400 $1,350,000 -3.6% $1,400,000 3.7%
AMUSEMENT TAX $268,500 $250,000 -6.9% $250,000 0.0%
UNAUTHORIZED SUBSTANCE TAX $5,900 $0 N/A $0 N/A
TOTAL REVENUE $13,429,197,300 $13,866,700,000 3.26% $14,344,350,000 3.44%

*Privilege Tax estimates are reduced by $43.0 million for the earmarked portion of the tax.

Fiscal Review Committee Staff

19




FY16-17: All Funds and General Fund

REVENUE SOURCE

SALES & USE TAX

GASOLINE TAX

MOTOR FUEL TAX

GASOLINE INSPECTION TAX
MOTOR VEHICLE REGISTRATION TAX
INCOME TAX

PRIVILEGE TAX

GROSS RECEIPTS TAX: TVA
GROSS RECEIPTS TAX: OTHER
BEER TAX

ALCOHOLIC BEVERAGE TAX
FRANCHISE & EXCISE TAX
INHERITANCE TAX

TOBACCO TAX

MOTOR VEHICLE TITLE FEES
MIXED DRINK TAX

BUSINESS TAX

SEVERANCE TAX

AMUSEMENT TAX
UNAUTHORIZED SUBSTANCE

ALL FUNDS
EY16-17

$8,620,000,000
$671,000,000
$178,000,000
$68,900,000
$280,000,000
$265,000,000
$347,000,000
$342,200,000
$29,000,000
$18,500,000
$69,000,000
$2,400,000,000
$22,000,000
$260,000,000
$25,000,000
$104,500,000
$165,000,000
$1,350,000
$250,000
$0

GENERAL FUND
EY16-17

$8,144,544,000
$10,817,000
$3,347,000
$20,222,000
$47,896,000
$173,056,000
$346,896,000
$188,933,000
$24,446,000
$12,442,000
$57,149,000
$2,122,900,000
$22,000,000
$260,000,000
$22,300,000
$52,194,000
$165,000,000
$540,000
$250,000
$0

TOTAL REVENUE $13,866,700,000 $11,674,932,000
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FRC Estimates for FY16-17 Relative to
Current Budgeted Estimates

CURRENT FRC STAFF ESTIMATE FOR FY16-17

SALES TAX $8,620,000,000
FRANCHISE & EXCISE TAXES $2,400,000,000
ALL FUNDS $13,866,700,000
GENERAL FUND $11,674,932,000

CURRENT BUDGETED ESTIMATE FOR FY16-17

SALES TAX $8,272,700,000
FRANCHISE & EXCISE TAXES $2,133,400,000
ALL FUNDS $13,177,600,000
GENERAL FUND $11,056,900,000

EST. OVERAGE/(SHORTAGE) COMPARED TO
CURRENT BUDGETED ESTIMATE FOR FY16-17:

SALES TAX $347,300,000
FRANCHISE & EXCISE TAXES $266,600,000
ALL FUNDS $689,100,000
GENERAL FUND $618,032,000
ACT. GENERAL FUND FOR FY15-16: $11,257,133,600
EST. GENERAL FUND INCREASE OVER FY15-16: $417,798,400
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FY17-18: All Funds and General Fund

REVENUE SOURCE

SALES & USE TAX

GASOLINE TAX

MOTOR FUEL TAX

GASOLINE INSPECTION TAX
MOTOR VEHICLE REGISTRATION TAX
INCOME TAX

PRIVILEGE TAX

GROSS RECEIPTS TAX: TVA
GROSS RECEIPTS TAX: OTHER
BEER TAX

ALCOHOLIC BEVERAGE TAX
FRANCHISE & EXCISE TAX
INHERITANCE TAX

TOBACCO TAX

MOTOR VEHICLE TITLE FEES
MIXED DRINK TAX

BUSINESS TAX

SEVERANCE TAX

AMUSEMENT TAX
UNAUTHORIZED SUBSTANCE

ALL FUNDS
FY17-18

$8,940,000,000
$684,400,000
$183,300,000
$70,300,000
$285,500,000
$272,000,000
$357,000,000
$345,000,000
$29,000,000
$18,900,000
$74,500,000
$2,510,000,000
$3,000,000
$256,800,000
$26,000,000
$112,000,000
$175,000,000
$1,400,000
$250,000
$0

GENERAL FUND
FY17-18

$8,446,894,000
$11,033,000
$3,446,000
$20,633,000
$48,837,000
$177,627,000
$356,893,000
$190,479,000
$24,446,000
$12,711,000
$61,705,000
$2,232,900,000
$3,000,000
$256,800,000
$23,300,000
$55,940,000
$175,000,000
$560,000
$250,000
$0

TOTAL REVENUE $14,344,350,000 $12,102,454,000
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Tennessee Education Lottery

Estimates for Net Lottery Proceeds &
After-School Funding

Prepared by:
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Historical Results

Category

FY12-13

FY13-14

FY14-15

FY15-16

Total Net Revenue

$1,280,366,277

$1,323,572,632

$1,372,982,180

$1,515,551,310

Prize Expense

$812,547,301

$850,790,713

$881,103,549

$965,989,002

Retailer Commissions $89,258,881 $92,492,072 $96,338,232 $106,145,236
Operating Expense $16,916,511 $17,313,853 $18,493,366 $18,191,834
Other Expenses $40,101,263 $39,994,473 $41,109,343 $42,762,673

Total Expenses

$958,823,956

$1,000,591,111

$1,037,044,490

$1,133,088,745

Net Lottery Proceeds

$321,542,321

$322,981,521

$335,937,690

$382,462,565

After-School Funding

$18,170,504

$14,290,845

$11,847,864

$11,586,227

Total State Proceeds

$339,712,825

$337,272,366

$347,785,554

$394,048,792

Fiscal Review Committee Staff
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Actual Growth in FY15-16

Category FY14-15 FY15-16 Growth

Total Net Revenue $1,372,982,180 | $1,515,551,310 10.4%
Total Expenses $1,037,044,490 | $1,133,088,745 9.3%

NET LOTTERY PROCEEDS $335,937,690 $382,462,565 13.8%
After-School Proceeds $11,847,864 $11,586,227 -2.2%
TOTAL STATE PROCEEDS $347,785,554 $394,048,792 13.3%

Fiscal Review Committee Staff




Instant Game Growth in FY15-16

Percent of

Price nstant FY14-15 FY15-16 Percent Dollar
Point Game G(rI\(ZiSITi c? r? ls(;S G(rlx(; ?Ilsi (? r?ls(js Gsrilve\:h (|\§|3 irlﬁ\cl)v:\hs)
Sales
$1 7.2% $94.5 $93.8 -0.7% -$0.7
$2 16.1% $216.4 $210.5 -2.7% -$5.9
$3 8.2% $91.1 $106.7 17.1% $15.6
$5 22 4% $280.7 $291.8 4.0% $11.1
$10 20.3% $225.4 $265.4 17.7% $40.0
$20 12.2% $166.2 $159.5 -4.0% -$6.7
$25 9.7% $145.7 $126.5 -13.2% -$19.2
$30 3.9% $0.0 $50.3 N/A $50.3
Total | 100.0% | $1,220.0 | $1,304.5 6.9% $84.5

Fiscal Review Committee Staff
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Growth in Numbers Games — FY15-16

e (CASH 3:
o FYI4-15 sales: $58,877,821
o FY15-16 sales: $61,561,055
* FYI15-16 dollar growth: + $2,683,234
® FYI15-16 percent growth: +4.6%

e CASH 4.
o [FYI14-15 sales: $33,359,486
o [FY15-16 sales: $35,065,799
e FYI15-16 dollar growth: + $1,706,313
® FYI15-16 percent growth: + 5.1%
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Hot Lotto Growth in FY15-16

 FYI4-15sales: $15,349,247
 FYI15-16 sales: $11,292,846

* FYI15-16 dollar growth: -$4,056,401
* FYI5-16 percent growth: -26.4%

Average Highest Drawings with
Fiscal Y Jackpot Jackpot Jackpots Jackpot
iweat Tear C Il) C cll)e $5,000,000 or | Winners
yee 4 More
FY14-15 $5,657,788 | $11,710,000 56 1
FY15-16 $2,229,524 | $9,850,000 1 4
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Tennessee Cash Growth in FY15-16

 FYI4-15sales: $19,594,124
 FY15-16 sales: $17,369,787
* FYI15-16 dollar growth: - $2,224,337
® FYI5-16 percent growth: - 11.4%

Average

Highest

Drawings with

i Jackpots Jackpot
Fiscal Year Jtéckll)ot Jcéclgl)eot $1.000,000 or | Winners
yere 4 More
FY14-15 $650,000 $1,690,000 16 38
FY15-16 $435,657 $950,000 0 10

Fiscal Review Committee Staff
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Mega Millions Growth in FY15-16

 FYI4-15sales: $39,201,166
 FY15-16 sales: $37,369,086
e FYI15-16 dollar growth: - $1,832,080
® FYI5-16 percent growth: - 4.7%

Drawings with

Average Highest
i Jackpots Jackpot
Fiscal Year | J ‘éc"ll’ or |/ ‘é"kll’e”’ $250.0 Million | Winners
yere ye or More
FY14-15 $93,761,905 |$321,000,000 5 6
FY15-16 $101,682,692 | $390,000,000 8 6

Fiscal Review Committee Staff
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Powerball Growth in FYI15-16

 FYI4-15sales: $87,824,273
 FYI15-16 sales: $147,366,941
* FYI15-16 dollar growth: + $59,542,668
® FYI15-16 percent growth: + 67.8%

Drawings with

Average Highest
) Jackpots Jackpot
Fiscal Year | J ‘éCkII’ ot /s ‘éc’zll’:’ $250.0 Million | Winners
yere 4 or More
FY14-15 $104,878,846 | $500,000,000 5 14
FY15-16 $160,232,381 | $1,586,400,000 15 I

Fiscal Review Committee Staff
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All Jackpot Games in FY15-16

®* Includes Powerball, Mega Millions, Hot Lotto, and
Tennessee Cash

 FYI14-15 combined sales: $161,968,810
 FYI5-16 combined sales: $213,398,660

* FYI15-16 net dollar growth: + $51,429,850
* FYI15-16 percent growth: +31.8%

Game FY14-15 FY15-16 Difference Percent Change
Powerball $87,824,273 $147,366,941 $59,542,668 67.8%
Mega Millions $39,201,166 $37,369,086 ($1,832,080) -4.7%
Hot Lotto $15,349,247 $11,292,846 ($4,056,401) -26.4%
TN Cash $19,594,124 $17,369,787 ($2,224,337) -11.4%
Total $161,968,810 $213,398,660 $51,429,850 31.8%
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Cash 4 Life

e New Game introduced in November 2015
o Top Prizes: $1,000 a day for life;
$1,000 a week for life;

 Generated significant incremental revenue in FY15-
16: + $12,444,910

Helped offset the negative growth of Mega Millions,
Tennessee Cash, and Hot Lotto: - $8,112,818

e Netincrease of $4,332,092

Fiscal Review Committee Staff 11



Recap for FY15-16

O Total net revenue: $1,515,551,310; + 10.4% growth
L1 Net lottery proceeds: $382,462,565; + 13.8% growth
» Good growth (6.9%) from instant games — 80.2% of sales
>

Better-than-average growth (4.8%) from Cash 3 and Cash 4
— 5.9% of sales

Extraordinary growth (31.8%) from jackpot games — 13.1%
of sales

A4

O Due exclusively to growth of sales for Powerball

O Despite significant negative growth for Mega Millions,
Hot Lotto, and Tennessee Cash

» Incremental revenue — Cash 4 Life — 0.8% of sales

Fiscal Review Committee Staff 12



FY16-17: Year-to-Date

Total Net Revenue: + 5.2% (as of 9/30/2016)

Instant Games: 1.5%

Cash 3 and Cash 4: + 2.9%

Jackpot Games (PB, MM, HL, TC): + 24.4%
Cash 4 Life: = $3,082,200 incremental revenue

Total Expenses: +4.7% (as of 9/30/2016)

B Prize Expense: +4.8%

Total Expenses / Total Net Revenue: 74.5%

Net Lottery Proceeds (NLP): + 6.7% (as of 9/30/2016)

B Net Lottery Proceeds / Total Net Revenue: 25.5%

Fiscal Review Committee Staff 13



Assumptions for FY16-17

 No matrix changes to any of the four jackpot games

* No structural changes to Cash 3 or Cash 4

e Launch of at least one new spotlight instant game and/or
some other type game between February and May 2017.

e Two additional jackpot cycles above $400 million in PB

o Two additional jackpot cycles above $250 million in MM

* No significant changes to retailer base or incentives
provided to retailers

e No legislative action impacting sales or proceeds

e Total Expenses = 75.0% of Total Net Revenue

e Net Lottery Proceeds = 25.0% of Total Net Revenue

Fiscal Review Committee Staff 14



FYl16-17 Estimates

Low

Median

Upper

Instant Games (Net)

$1,205,800,000

$1,214,900,000

$1,224,000,000

Cash 3 and Cash 4 $97,000,000 $98,000,000 $99,000,000
PB, MM, Hot Lotto, & TN Cash $162,000,000 $169,000,000 $176,000,000
Cash 4 Life $10,000,000 $11,000,000 $12,000,000

Misc. Revenue $3,600,000 $3,800,000 $4,000,000

Total Net Revenue

$1,478,400,000

$1,496,700,000

$1,515,000,000

Total Expenses (75.0%)

$1,108,800,000

$1,122,500,000

$1,136,300,000

NET LOTTERY PROCEEDS (25.0%)

$369,600,000

$374,200,000

$378,700,000

After-School Funding

$11,500,000

$12,500,000

$13,500,000

TOTAL STATE PROCEEDS

$381,100,000

$386,700,000

$392,200,000

Fiscal Review Committee Staff
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Assumptions for FY17-18

* No matrix changes to any of the four jackpot games

* No structural changes to Cash 3 or Cash 4

» Launch of at least one new spotlight instant game and/or
some other type game between February and May 2018.

o At least two jackpot cycles above $400 million in PB

o At least two jackpot cycles above $250 million in MM

* No significant changes to retailer base or incentives
provided to retailers

* No legislative action impacting sales or proceeds

o Total Expenses = 75.2% of Total Net Revenue

» Net Lottery Proceeds = 24.8% of Total Net Revenue

Fiscal Review Committee Staff 16



FY17-18 Estimates

Low

Median

Upper

Instant Games (Net)

$1,263,400,000

$1,269,500,000

$1,275,600,000

Cash 3 and Cash 4

$98,000,000

$99,500,000

$101,000,000

PB, MM, Hot Lotto, & TN Cash

$154,500,000

$167,000,000

$179,500,000

Cash 4 Life

$9,000,000

$10,000,000

$11,000,000

Misc. Revenue

$3,600,000

$3,800,000

$4,000,000

Total Net Revenue

$1,528,500,000

$1,549,800,000

$1,571,100,000

Total Expenses (75.2%)

$1,149,400,000

$1,165,400,000

$1,181,500,000

NET LOTTERY PROCEEDS (24.8%)

$379,100,000

$384,400,000

$389,600,000

After-School Funding

$12,000,000

$13,000,000

$14,000,000

TOTAL STATE PROCEEDS

$391,100,000

$397.,400.,000

$403,600,000

Fiscal Review Committee Staff
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Subsequent Years

[0 Growth beyond FY17-18 is difficult to forecast due to a
number of unknown factors such as:

Changes to payout ratios

Matrix changes to jackpot based games

Structure changes to pari-mutuel and online games
Legislative action

Varying jackpot cycles

New and discontinued games

Changes to retailer base

Changes in advertising

Changes in economy

Fiscal Review Committee Staff 21



FYI18-19, FY19-20, & FY20-21

e QOver the last five years, the TELC’s average growth rate for lottery
proceeds has been 3.2% per year.

» The industry average growth rate for lottery proceeds has been 1.1%

per year.

e FRC has assumed: 3.5% annual revenue growth and 1.8% annual

proceeds growth.

FY18-19

FY19-20

FY20-21

Total Net Revenue

$1,604,043,000

$1,660,185,000

$1,718,291,000

Total Expenses

$1,212,724,000

$1,261,822,000

$1,312,757,000

Net Lottery Proceeds

$391,319,000

$398,363.,000

$405,534,000

After-School Funding

$13,000,000

$13,500,000

$14,000,000

Total State Proceeds

$404,319,000

$411.,863,000

$419,534,000

Fiscal Review Committee Staff
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TENNESSEE EDUCATION LOTTERY CORPORATION
Funding Board
November 17, 2016

ESTIMATION OF
TOTAL AND NET LOTTERY PROCEEDS
FOR FISCAL YEARS ENDING
JUNE 30, 2017, 2018, 2019, 2020 AND 2021



TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

As of As of
9/30/2016 9/30/2015
(in millions) (in millions)
Gross Sales $379 $361
Weekly Average Sales $28.9 $27.5
BY MAJOR PRODUCT:
INSTANT GAMES $304 $300
MULTIJURISDICTIONAL DRAVW GAMES
P owerball 28 22
Mega Millions 13 8
Hot Lotto 3 3
Cash 4 Life 3 -
$HAa47 $33
TENNESSEE ONLY DRAVW GAMES
Cash 3 15 15
Cash a4 9o 8
Tennessee Cash 4 5
$28 $28




TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

FY 2017
As of Projected
9/30/2016 Sales Range
(in_millions) (in_millions)
INSTANT GAMES $304.4 $1,305 - $1,331

Instant tickets are 80.3% of our product mix at September 30, 2016.

Instant ticket sales were $304.4 million or $23.2 million per week thru September 30, 2016 compared
to $300 million or $22.8 million per week the prior year, representing a 1.5% increase in instant ticket
sales year over year.

The current percentage of sales of TEL’s Instant ticket products are primarily related to player
preferences. In February 2016, TEL launched a $30 price point ticket, Ultimate Millions which

continues to be a favorite of players and driving first quarter sales. We have seen a slight increase in
the $5 and $10 price points related to increased sales of the Jumbo Bucks games at these price points.

Fiscal year 2017 Instant tickets are projected at $1.305 billion to $1.331 billion.

TEL anticipates launching approximately 51 games in fiscal year 2017. The launch schedule will
include similar themed games and families of games to maximize marketing and promotion efforts,
including up to four special prints that will enhance visibility and playability options for these games.

Instant ticket prize expense is projected at 67.4% to 67.8% for fiscal year 2017.
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TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

MULTI-JURISDICTIONAL GAMES

Multi-jurisdictional games, Powerball, Mega Millions, Hot Lotto and Cash 4 Life were $47.2 million at
September 30, 2016 compared to $33.5 million in the prior year.

b

Multi-jurisdictional sales, with the exception of Cash 4 Life, are directly impacted by the size of the games
jackpots.

FY 2017
As of Projected
9/30/2016 Sales Range
(in_millions) (in_millions)
POWERBALL $28.3 $95 - $108

o Powerball is currently sold in 44 states, plus the District of Columbia, Puerto Rico and U.S. Virgin
Islands.

e In October 2015, a game matrix change was implemented with the expectations of creating larger
jackpot cycles.

e TEL’s Powerball sales were $28.3 million compared to the prior year’s sales of $21.9 million for the
first quarter. The driver of the increased Powerball sales is directly related to a $487 million dollar
jackpot won on July 31, 2016.

e Our fiscal year 2017 sales range includes 2 additional jackpot cycles reaching the $500+ million level.



TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

FY 2017
As of Projected
9/30/2016 Sales Range
(in_millions) (in_millions)
MEGA MILLIONS $13.2 $37 - §40

Mega Millions is currently sold in 44 states, plus the District of Columbia and U.S. Virgin Islands.

Mega Millions sales are up 59% at September 30, 2016. On July 8, 2016, Mega Millions experienced
a jackpot cycle reaching $540 million. This jackpot cycle drove the increased sales in the first
quarter.

Mega Millions weekly sales are projected at $640 thousand for the full fiscal year 2017 consistent with
prior year sales trends.

TEL projects the Mega Millions product to generate one or two jackpots of at least $250 million to
help reach the $37 to $40 million fiscal year 2017 sales range.



TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

FY 2017
As of Projected
9/30/2016 Sales Range
(in_millions) (in_millions)
HOT LOTTO $2.6 $10-811.5

Hot Lotto is currently sold in 15 jurisdictions.

Hot Lotto, features an all cash (not annuitized) jackpot starting at $1 million, with expected jackpot
cycles between $5 and $6 Million.

TEL expects normal jackpot trending and a consistent revenue stream between $250 to $290 thousand
weekly for the rest of fiscal year 2017.

FY 2017
As of Projected
9/30/2016 Sales Range
(in_millions) (in_millions)
CASH 4 LIFE $3.0 $11.9-%12.9

e Cash 4 Life is currently sold in 8 jurisdictions.
e The game launched November 1, 2015 in Tennessee, at a $2 price point.
e The game provides the only drawing-style game with two opportunities for a lifetime prize:

* Top Prize is $1,000 dollars a day for life!

* Second Prize is $1,000 dollars a week for life!

e The fiscal year 2017 projected sales range is between $12 - $13 million.



TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

FY 2017
As of Projected
9/30/2016 Sales Range
(in_millions) (in_millions)
TENNESSEE ONLY
DRAWING-STYLE GAMES $27.5 $113 -$118

At September 30, 2016, sales for this product category were $27.5 million compared to the prior period’s $28.1
million, down primarily due to the lack of jackpots related to Tennessee Cash.

Cash 3 and Cash 4

e Cash 3 and Cash 4 games are drawn three (3) times daily, six (6) days a week, and once on Sunday.

e In the first quarter of fiscal year 2017, TEL has seen a net increase of 2.9% for the Cash 3 and Cash 4
products.

e TEL is projecting sales in the range of $98 and $101 million for the full fiscal year.

Tennessee Cash

e Tennessee Cash is a drawing-style cash jackpot game available only in Tennessee.

e Sales are driven primarily by the cash jackpots, with an average jackpot cycle of $600 to $700
thousand.

e TEL projects sales in fiscal year 2017 to be between $15 and $17 million.



TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

Direct Gaming-Related Expenses

e Aggregate Prize Expense for all Games is projected at 59.8% of Total Revenues.
e Aggregate Prize Expense for Instant Games is projected at 67.5% of Total Revenues.
e Aggregate Prize Expense for Drawing-style Games is projected at 50.0% of Total Revenues.

e Retailer sales commissions are 6.5% of Gross Sales, with additional commissions for selling winning
drawing-style tickets of $1 million or more and cashing tickets for Cash 3 and Cash 4.

e Major gaming vendors’ fees are a percentage of sales per the terms of each contract. In fiscal year 2015,

TEL negotiated lower fees of 1.199% for IGT and .8998% for Sci Games as a result of a Request for
Proposal for draw style games and related services and instant tickets and related services, respectively.

Non-Direct Expenses

e Non-direct expenses are budgeted at $34.3 million or 2.2% of Gross Sales.
o Advertising expenses are budgeted at $ 10.4 million.
o Other Gaming expenses are budgeted at $ 3.7 million.
o General and Administrative expenses are budgeted at $ 20.2 million.



TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

Lottery for Education Proceeds Projected Fiscal Year 2017

e $90.2 million as 0f 9/30/2016 $356 million - $366 million
e $84.6 million as of 9/30/2015

After-School Program Proceeds Projected Fiscal Year 2017

e $3.4 million as of 9/30/2016 $12- 13 million
e $1.4 million as 0f 9/30/2015

e Represents actual/realized unclaimed monies
e Significantly impacted by:

1) timing of instant games’ closings
2) large drawing-style game prizes not claimed



TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

Instant Ticket Sales
Tennessee Only
Multi Jurisdictional

GROSS TICKET SALES

Less: Tickets Provided as Prizes
Net Ticket Sales
Other Revenue
TOTAL LOTTERY PROCEEDS
DIRECT EXPENSES
Prize Expense
Retailer Commissions
Vendor Fees
Direct Expense
NON-DIRECT EXPENSE
Advertising
Other Gaming Expenses
Operating Expenses
Non-Direct Expenses
TOTAL EXPENSES

LOTTERY FOR EDUCATION
PROCEEDS

AFTER SCHOOL PROGRAMS

FY 17 FY 17 FY 17 FY 17

Actuals at Low High Approved FY 2016

09/30/16 Projections Projections Budget Actuals
304,435,000 $ 1,305,000,000 $ 1,330,500,000 1,295,000,000 1,304,479,000
27,520,000 112,942,000 117,995,000 113,600,000 113,997,000
47,260,000 153,945,000 172,425,000 164,375,000 208,474,000
379,215,000 $ 1,571,887,000 $ 1,620,920,000 1,572,975,000 1,626,950,000
(26,699,000) $ (114,923,000) $ (117,325,000) (114,038,000) (115,092,000)
352,516,000 $ 1,456,964,000 $ 1,503,595,000 1,458,937,000 1,511,858,000
989,000 3,587,000 3,587,000 3,587,000 3,693,000
353,505,000 $ 1,460,551,000 $ 1,507,182,000 1,462,524,000 1,515,551,000
224,972,000 938,741,000 970,753,000 937,723,000 965,989,000
24,744,000 102,560,000 105,755,000 102,617,000 106,145,000
6,940,000 29,094,000 30,190,000 29,097,000 29,812,000
256,656,000 $ 1,070,395,000 $ 1,106,698,000 1,069,437,000 1,101,946,000
1,854,000 10,439,000 10,439,000 10,439,000 9,317,000
900,000 3,709,000 3,709,000 3,709,000 3,634,000
3,845,000 20,159,000 20,159,000 20,159,000 18,192,000
6,599,000 $ 34,307,000 $ 34,307,000 34,307,000 31,143,000
263,255,000 $ 1,104,702,000 $ 1,141,005,000 1,103,744,000 1,133,089,000
90,250,000 $ 355,849,000 $ 366,177,000 358,780,000 382,462,000
3,422,000 $ 12,000,000 $ 13,000,000 12,500,000 11,587,000
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TENNESSEE EDUCATION LOTTERY CORPORATION
ESTIMATION OF TOTAL AND NET LOTTERY PROCEEDS

FISCAL YEARS ENDING JUNE 30, 2017, 2018, 2019 and 2020

Total Lottery Revenues

Lottery for Education Proceeds

After-School Programs

Fiscal Year 2018

Fiscal Year 2019

Fiscal Year 2020

Fiscal Year 2021

$1,609 - $1,671 Million

$1,640 - $1,707 Million

$1,671 - $1,738 Million

$1,702 - $1,769 Million

$362-$376 Million

$369-$384 Million

$376-$391 Million

$383-$398 Million

$14 - $15 Million

$15 - $16 Million

$15 - $16 Million

$15 - $16 Million

Lottery for Education Proceeds

Over the last five (5) fiscal years, TEL’s average annual Lottery for Education Proceeds growth was 3.2 %
compared to the lottery industry’s beneficiary funding growth of 1.1%, adjusted for fiscal year anomalies.

We currently project Lottery for Education Proceeds growth in Fiscal Years 2018, 2019, 2020 and 2021 to
average between 2% and 2.5% annually.

After-School Programs Proceeds

After-School Programs Proceeds are projected based on the five-year historical unclaimed prize experience of
slightly less than 1.6% of prize expense, excluding the highest and lowest growth years to adjust for anomalies.
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STATE OF TENNESSEE

TENNESSEE STUDENT ASSISTANCE CORPORATION
SUITE 1510, PARKWAY TOWERS
404 JAMES ROBERTSON PARKWAY
NASHVILLE, TENNESSEE 37243-0820
(615)741-1346 « 1-800-342-1663 « FAX (615)741-6101
www. TN.gov/collegepays

November 17, 2016
MEMORANDUM
TO: State Funding Board
FROM: Tim Phelps, Tennessee Student Assistance Corporation

SUBJECT: Tennessee Education Lottery Scholarship Program Projections

Pursuant to T.C.A 4-51-111(c)(2)(A)(ii), the Tennessee Higher Education Commission (THEC) and Tennessee
Student Assistance Corporation (TSAC) have collaborated with the University of Tennessee Center for
Business and Economic Research (CBER) to project expenditures in lottery scholarship and grant programs
through the 2020-21 academic year.

The figures below incorporate data for all lottery-funded programs, including the HOPE Scholarship, General
Assembly Merit Scholarship, ASPIRE award, HOPE Access Grant, Wilder-Naifeh Technical Skills Grant,
Nontraditional Student Grant, Dual Enrollment Grant, Helping Heroes Grant, Foster Child Tuition Grant,
STEP UP Scholarship, TCAT Reconnect, and the Math & Science Teacher Loan Forgiveness Program.

Fiscal Year TELS Expenditures Low TELS Expenditures Baseline TELS Expenditures High Recipients
2015-16 actual N/A $308.9M N/A 110,700
2016-17 estimated* $302.8M $309.0M $318.3M 110,800
2017-18 estimated $305.9M $312.1M $321.5M 111,900
2018-19 estimated $308.9M $315.2M $324.7M 113,000
2019-20 estimated $312.0M $318.4M $327.9M 114,100
2020-21 estimated $315.2M $321.6M $331.2M 115,300
2021-22 estimated $318.3M $324.8M $334.5M 116,400

*Does not include supplemental funding of $6.8M for TSAA and administrative costs of $3.8M. Does not include Tennessee Promise estimated
expenditures of $26.5M.

These projections are based on the size of the annual high school graduating class, the scholarship take-up rate
of eligible students, and the renewal rate of recipients.

Please let us know if you have questions or need anything further.



STATE OF TENNESSEE

DEPARTMENT OF EDUCATION
BILL HASLAM NINTH FLOOR, ANDREW JOHNSON TOWER CANDICE MCQUEEN
GOVERNOR 710 JAMES ROBERTSON PARKWAY COMMISSIONER
NASHVILLE, TN 37243-0375

TO Members of the Tennessee State Funding Board

e
FROM: Dr. Candice McQueen G

DATE: November 17, 2016

SUBJECT: Request for $23,000 from Net Lottery Proceeds for Lottery Scholarship Day for
FY 2017-2018

Pursuant to Tenn. Code Ann. 4-51-111(c)(2)(B) which states prior to December 15,
“appropriate state agencies shall submit to the funding board and to the governor their
recommendations for other education programs and purposes consistent with article XI, § 5 of
the Tennessee Constitution”, the Department of Education requests the allotment of $23,000
from net lottery proceeds in FY 2017-2018 for Lottery Scholarship Day.

These funds will support improvements and enhancements for educational programs and
purposes and such net proceeds shall be used to supplement, not supplant, non-lottery
educational resources for educational programs and purposes.

Your consideration and approval of this request is appreciated

cc: David Thurman
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TENNESSEE TREASURY DEPARTMENT

State Pooled Investment Fund Report
For the fiscal year ended June 30, 2016

l. COMPLIANCE WITH INVESTMENT POLICY

The investment policy for the State Pooled Investment Fund is set by the State Funding Board. The
board is composed of the Governor, Commissioner of Finance and Administration, Comptroller, Secretary of
State, and Treasurer. The investment objective for the state pooled investment fund is to obtain the highest
available return on investments consistent with the preservation of principal, while maintaining sufficient liquidity
for state expenditures and other withdrawals from the state pooled investment fund.

Portfolio Composition

The State Pooled Investment Fund had a monthly average of $ 9.18 billion invested for the fiscal year
ended June 30, 2016. The following chart shows the composition of the average portfolio.

The reduced availability of commercial paper that meets the strict credit quality requirements of the SPIF
is evidenced by the 7.27% average investment during the fiscal year. Bank demand for State funds has
increased slightly, but is still down from levels before the financial crisis in 2008. Six years ago, there was no
exposure to US Treasuries in the SPIF, but lack of other quality investments pushed the exposure to 28.33% for
the year.

The following chart shows the average monthly balances in the state pooled investment fund for the last
five years. At 6/30/16, the LGIP balance comprised 27.6% of the state pooled investment fund. The actual
balance of funds available to invest on behalf of the General fund (Unrestricted Accounts) increased to record
levels in 2016, growing from $3.61 billion at 6/30/15 to $4.93 billion at 6/30/16.

Page 1 State Pooled Investment Fund — June 30, 2016
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Liguidity

Until recently, the SPIF operated in a manner consistent with the Security and Exchange Commission’s

Rule 2a7 of the Investment Company Act of 1940. Until 2010, this rule required a dollar weighted average
portfolio maturity of 90 days or less and a maximum maturity of any single investment of 397 days or less. In
2010, the SEC made further modifications that allow a dollar weighted average maturity of either 60 days or 120
days, based upon reporting methods used. The SEC made further changes to Rule 2a7 in 2014 that go into
effect in October 2016. GASB implemented Statement 79 in December 2015 that allows government funds to
report at amortized cost and transact at a stable dollar. The State Funding Board voted to change the
Investment Policy to be in compliance with GASB 79. The liquidity requirements under the revised investment
policy require no more than 60 days weighted average maturity, no more than 120 days weighted average life,
and 397 days maximum maturity on any single investment.

Page 2

The following chart shows the dollar weighted average maturity of the SPIF over the past five years.

State Pooled Investment Fund
Average Days to Maturity
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The additional liquidity requirements in GASB 79 require that no more than 5% of the portfolio can be
invested in illiquid securities, at least 10% of the portfolio must be invested in daily liquid assets, and at least
30% of the portfolio must be invested in weekly liquid assets. At June 30, 2016, the SPIF had 0% invested in
illiquid securities, 40.7% was invested in daily liquid assets, and 66.2% was invested in weekly liquid assets.

Stress Test Results: The stress tests conducted during FY16 revealed that in each case the portfolio
could handle the largest 5-day withdrawal in the history of the fund AND tolerate an interest rate shift of 1.50%
without declining in value more than .05% (considered “breaking the buck”). The tests also showed that the
portfolio could handle the liquidation of the ten (10) largest LGIP participants in a single day AND tolerate an
interest rate shift of 1.25% without declining in value more than .05%. After the investment policy change, the
portfolio was actually able to handle each of the scenarios listed above AND tolerate interest shifts in excess of
300 basis points. The scenarios tested are unlikely and near improbable, but that is the reason for the tests.
The SPIF is able to handle these scenarios due to the policy restrictions for liquidity and maturity.

Il PORTFOLIO PERFORMANCE

Income earned on the portfolio during the fiscal year ended June 30, 2016 totaled $25.62 million (estimated).
The distribution of earnings as shown on the following pie chart was $8.86 million to the General fund; $8.25
million to the LGIP; and, $8.51 million to Other State funds (accounts specified by statute, court order or
regulation to receive interest earnings on their balances). (amounts shown are estimates and are unaudited as
of this writing)
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The monies in the SPIF represent the liquid working capital available to the State of Tennessee to cover
expenditures until additional revenues are collected. Earnings of the state pooled investment fund for the last
five years are shown in the following chart. (amounts shown for current fiscal year are estimated and unaudited
as of this writing)

STATEPOOLED INVESTMENT FUND
Investment Earnings (in millions)

256

14.0
150 12.1 12.1

5.9 6.0

50 1 29 33 41 38 4.8

3.4 3.9 39 37 36

FY 1112 FY 1213 FY 13/14 FY 14/15 FY 15/16

@ General Fund @ Other State Funds mLGIP mTotal

The fed funds target rate was lowered on 12/16/08 to a range of 0% to 0.25% and remained at that level
until 12/15/15 when the rate was raised to a range of .25% to .50%. There is a increasing possibility that there
could be another rate hike in the next few months, maybe as soon as the December 2016 meeting. The chart
below shows the actions taken at each of the meetings for the last eighteen months.

FOMC Fed Funds Amount Primary
Announcement Target of Credit Economic

Date Rate Direction Change Rate Assessment
04/29/2015 0 to 0.25% None None 3.25% Growth Risk
06/17/2015 0 to 0.25% None None 3.25% Growth Risk
07/29/2015 0 to 0.25% None None 3.25% Growth Risk
09/17/2015 0 to 0.25% None None 3.25% Growth Risk
10/28/2015 0 to 0.25% None None 3.25% Growth Risk
12/15/2015 .25 to .50% Increase .25% 3.50% Growth Risk
01/27/2016 .25 t0 .50% None None 3.50% Growth Risk
03/16/2016 .25 to .50% None None 3.50% Growth Risk
04/27/2016 .25 t0 .50% None None 3.50% Growth Risk
06/15/2016 .25 to .50% None None 3.50% Growth Risk
07/27/2016 .25 t0 .50% None None 3.50% Growth Risk
09/21/2016 .25 to .50% None None 3.50% Growth Risk
11/02/2016 .25 t0 .50% None None 3.50% Growth Risk

Page 4 State Pooled Investment Fund — June 30, 2016



The following chart contains the average yields earned by asset type within the SPIF for the last five
years and for the month of October, 2016.

SPIF Yields by Asset Type
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The State Pooled Investment Fund is actively managed within the Treasury Department. Standard and
Poor’s provides a rating service for LGIP funds and calculates an index return for the rated funds. The following
chart compares the average yield of the SPIF (net of administrative fee) to that index and also to the net yield of
two well recognized money market funds governed by SEC Rule 2a7, Fidelity Cash Reserves Fund and the
Merrill Lynch Institutional Fund.

Comparison of Yields Net of Fees
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The following chart indicates how the average days to maturity of the State Pooled Investment Fund
compares to the average maturity of the Standard and Poor’s rated funds index, Fidelity Cash Reserves Fund,
and the Merrill Lynch Institutional Fund.

Comparison of Average Days to Maturity
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[l. INVESTMENT POLICY REVIEW

Implementation of GASB Statement 79 required an extensive re-write of the Investment Policy for the
State Pooled Investment Fund. The Board voted on April 7 to adapt the necessary changes to ensure that the
SPIF was in full compliance with GASB. While the content and the appearance of the SPIF Investment Policy
changed, the actual day-to-day operation of the SPIF did not need to make a lot of changes. The changes
improve transparency and liquidity without having a negative impact on performance. One of the more
significant changes is the recognition of the reset date as the maturity date for floating-rate securities. GASB
also requires more frequent reporting that includes the shadow price, daily and weekly liquidity, and weighted
average maturity and weighted average life of the portfolio.

V. INVESTMENT PLAN

Eight years ago, the FOMC lowered the Fed Funds rate to a range of zero to 0.25%. On December 15,
2015, the FOMC raised the rate to a range of .25% to .50%. As of the date of this report, there is a high
probability that the FOMC will raise the rate again in December, possibly to a range of .50% to .75%. This
means that earnings from the SPIF will be remain low during the next fiscal year. Staff will continue to seek
ways to generate as much revenue as possible and remain in compliance with the Investment Policy. Staff will
continue to maintain a diversified portfolio of CDs, bank deposits, US Government obligations, and commercial
paper . The yield curve, actions taken by the Federal Reserve Bank, regulatory changes, and other market
conditions will be considered when managing the asset mix and average maturity of the portfolio. Even though
actions by the FOMC and the SEC continue to limit inventory and push rates lower, the SPIF remains a safe
investment for state funds and monies invested by local government officials. There has been no loss of funds
due to credit exposure and no liquidity concerns.
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V. COST OF ADMINISTRATION

The cost to operate the SPIF was $4.44 million for the year ended June 30, 2016. The costs of
operations are funded from a 4 basis point charge for assets invested (fees were lowered by Treasurer from 5
basis points in January 2016). Most money market funds charge substantially more than 4 basis points. Also,
the costs of operations include more than investment management. The 4 basis points finances:

. Investment of portfolio
Maintenance of collateral
Collateral pool administration
Cash concentration
Bank reconciliations and resolution of reconciling items
LGIP program
Warrant reconciliation
Accounting and recordkeeping
Support cost such as internal audit, payroll, personnel, etc.

VL. LARGEST HOLDINGS AT JUNE 30, 2016 BY CATEGORY

Treasuries and Agencies

1. US TREASURIES $2,676,000,000
2. FHLB 2,534,510,000
3. IBRD 1,252,280,000
4. FFCB 940,500,000
5. FNMA 473,832,000

Commercial Paper

1. BNP Paribas $300,000,000
2. Exxon Mobil 200,000,000
3. Totota Motor Credit 125,000,000
4. General Electric 100,000,000
Bank CD’s

1. Regions Bank $300,000,000
2. Franklin Synergy Bank 300,000,000
3. Pinnacle 270,000,000
4. BB&T 200,000,000
5. First TN Bank 100,000,000
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TENNESSEE TREASURY DEPARTMENT

Intermediate Term Investment Fund Report
For the fiscal year ended June 30, 2016

l. COMPLIANCE WITH INVESTMENT POLICY

The investment policy for the Intermediate Term Investment Fund (ITIF) is set by the State
Funding Board. The board is composed of the Governor, Commissioner of Finance and
Administration, Comptroller, Secretary of State, and Treasurer. The investment objective for the ITIF
is to offer a longer term investment option for the State and any entity that is eligible to invest in the
LGIP. Returns of a fund with a longer term investment horizon are expected to outperform liquidity
funds such as the SPIF, but there are risks associated with longer term investments. If interest rates
increase, the value of investments will decline. Investors should consider the risks involved, including
the lack of liquidity provided from a fund such as the ITIF, before making a decision to participate.

Portfolio Composition

The ITIF was launched on July 22, 2013, when the first participant invested $200 million. As
of June 30, 2016, there were no additional investments, and the participant had withdrawals a total of
$140 million. Investment policy permits investments in US Government and Agency securities,
repurchase agreements, prime commercial paper, prime banker’s acceptances, and the State Pooled
Investment Fund (as a source of liquidity or uninvested idle cash, if necessary). During the fiscal
year, investments were only made in government agency securities with idle cash invested in the
SPIF only until investments in longer term maturities could be purchased. The average composition
during the year ended June 30, 2016, was 97% US agencies and 3% idle cash in the SPIF.

Maturity

The objective of the ITIF is to take advantage of the expected additional return from investing
farther out on the yield curve. The Investment Policy permits investments up to five years with an
average maturity of three years. The weighted average maturity of the ITIF began the year at 3 years
and rolled down to 2.10 years by June 30. There was an expectation that the Fed might raise rates
as many as 3 times during calendar year 2016, but the FOMC decided to stop after the rate hike in
December, 2015.

Liquidity

This fund is not designed to provide liquidity. As a result, the fund will not maintain a
significant position in cash equivalent securities for the sole purpose of providing liquidity. Investors
are encouraged to only invest funds that are not going to be needed for short term liquidity purposes.
Withdrawals are limited to the first working day of each quarter, as long as notice is provided at least
30 days prior to the withdrawal date.

Page 1 Intermediate Term Investment Fund — June 30, 2016



. PORTFOLIO PERFORMANCE

For the period July 22, 2013 thru June 30, 2016, the Intermediate Term Investment Fund has
had a market value increase of 2.04%. During fiscal year 2016, the fund increased in value .849%
net of expenses, or nearly 85 basis points. During the same period, the SPIF returned 23 basis
points, the Vanguard Short Term Federal Fund (VSGBX) had a net return of 185 basis points, and
the Barclays Government Bond Fund Index had an average return of 108 basis points. The net asset
value (NAV) ranged from 1.011545 on July 2, 2015, to 1.0204339 on June 30, 2016. The graph
below demonstrates the daily change in net asset value during the year.
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. INVESTMENT POLICY REVIEW

No Investment Policy changes are anticipated during the current fiscal year. The fund has
operated as planned and there have been no concerns that have arisen. Also, there are no market
regulations that impact funds of this nature being discussed at this time.

V. INVESTMENT PLAN

On December 18, 2015, the Federal Reserve raised the Fed Funds rate for the first time since
since December, 2008. The rate was raised from a range of zero to 25 basis points to a range of 25
to 50 basis points, with a target of 37 basis points. At the time, the Fed was hinting that there may be
3 additional rate hikes during the year. With inflation and unemployment remaining at low levels, the
Fed was not able to raise rates which allowed the ITIF to have its best year of performance. While
the safety and liquidity offered from money market funds outweighs the risks of investing in funds with
longer maturities for many investors, those that have funds not needed for short term liquidity can
benefit from a fund similar to the Intermediate Term Investment Fund (ITIF). There are risks
associated with investing in the ITIF. The investment policy of the fund attempts to minimize the risks
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by limiting investments to securities that possess little credit risk and by limiting deposits and
withdrawals to the first business day of each quarter and requiring a 30 day notice before a
withdrawal can be made. There is a strong possibility that the Federal Reserve will raise rates at the
December, 2016 meeting of the FOMC, and that would have a negative impact on the ITIF. Staff will
continue to monitor the movement in interest rates as well as other market conditions that could
impact the fund and make changes as needed to maintain a competitive investment option for public
entities across the State.

V. COST OF ADMINISTRATION

The cost to operate the ITIF are minimal due to the efficiencies gained by utilizing many of the
same resources as are used to manage other funds within Treasury. The costs of operations are
funded from a 5 basis point charge for assets invested. Most commercial funds charge substantially
more than 5 basis points. Also, the costs of operations include more than investment management.
The 5 basis points finances:

Investment of portfolio

Software and hardware support and maintenance
Accounting and recordkeeping

Support cost such as internal audit, payroll, personnel, etc.

VI. PORTFOLIO AT JUNE 30, 2016

DESCRIPTION ACCRUED INCOME MARKET VALUE MATURITY MKT PRICE PAR INC PURCHASED RATE CUSIP |
FEDERAL FARM CR BKS 4,279.17 7,904,358.17 6/5/2017 100.001  7,900,000.00 8,064.58 0.750 3133ECQS
FEDERAL HOME LOAN BANKS 7,292.08 6,458,066.08 11/24/2017 100.012  6,450,000.00 - 1.100 3130A3GA
FEDERAL HOME LOAN BANKS 165,625.00 15,187,075.00  7/22/2020  100.143  15,000,000.00 - 2.500 3130A5XG
FEDERAL FARM CR BKS 57,200.00 16,560,005.00  7/21/2017  100.017  16,500,000.00 - 0.780 3133EE4J6
FEDERAL HOME LOAN BANKS 49,875.00 15,055,275.00 9/7/2018  100.036 15,000,000.00 1.050 3130A7DW

61,164,779.25

Cash 1,265,260.76

62,430,040.01
SHARES 61,179,897.79
NAV 1.020434
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11:40 AM
/07116 Balance Sheet Standard
Accrual Basis As of October 31, 2016
Oct 31, '16
ASSETS
Current Assets
Checking/Savings
Money Market Acct 4,085,847.03
NOW Checking Acct 15,549.34
Total Checking/Savings 4,101,396.37
Accounts Receivable
11000 — Accounts Receivable -2,556.88
Total Accounts Receivable -2,556.88
Other Current Assets
12000 — Undeposited Funds 2,556.88
Total Other Current Assets 2,556.88
Total Current Assets 4,101,396.37
TOTAL ASSETS 4,101,396.37
LIABILITIES & EQUITY
Liabilities
Current Liabilities
Accounts Payable
20000 — Accounts Payable 149,916.00
Total Accounts Payable 149,916.00
Credit Cards
24100 — VISA 25.98
Total Credit Cards 25.98
Total Current Liabilities 149,941.98
Total Liabilities 149,941.98
Equity
30000 — Opening Balance E... 2,745,473.18
32000 — Retained Earnings 1,487,619.80
Net Income -281,638.59
Total Equity 3,951,454.39
TOTAL LIABILITIES & EQUITY

Capital Improvements Fund

4,101,396.37
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11/07/16

Capital Improvements Fund
Profit and Loss Budget vs. Actual

July through October 2016

Ordinary Income/Expense
Income
43300 — In-Lieu-of-Tax Funds
44500 — Grants
44520 — ECD

Total 44500 — Grants

46400 — Other Types of Income
46410 — Property Sales
46420 — V&C Sprinkler Sys Pmts
46430 — Interest
46440 — Reimbursements & Misc
46400 — Other Types of Income - ...

Total 46400 — Other Types of Income
Total Income

Gross Profit

Expense
60300 — Regional Development

60305 — Zwirner Property

60310 — Select TN Grant Program
60312 — Smith County
60313 — Sumner County
60314 — Trousdale County
60315 — Wilson County

Total 60310 — Select TN Grant Prog...

60320 — 4L ED Grant Program
60321 — Macon County
60322 — Smith County
60323 — Sumner County
60324 — Trousdale County
60325 — Wilson County

Total 60320 — 4L ED Grant Program

Total 60300 — Regional Development

62100 — Contract Services
62140 — Legal Fees
62150 — Prof. & Eng. Services

Total 62100 — Contract Services

62800 — PowerCom Expenses
62810 — Property Insurance

62820 — Existing Bldg Upgrades/R&...

Budget Jul - Oct '16 $ Over Budget % of Budget
850,000.00 0.00 -850,000.00 0.0%
68,011.43 18,011.43 -50,000.00 26.5%
68,011.43 18,011.43 -50,000.00 26.5%
0.00 0.00 0.00 0.0%
30,682.56 10,227.52 -20,455.04 33.3%
9,000.00 3,545.51 -5,454.49 39.4%
0.00 0.00 0.00 0.0%
-583.34
39,682.56 13,189.69 -26,492.87 33.2%
957,693.99 31,201.12 -926,492.87 3.3%
957,693.99 31,201.12 -926,492.87 3.3%
0.00 0.00 0.00 0.0%
11,130.00 0.00 -11,130.00 0.0%
0.00 0.00 0.00 0.0%
7,749.55 1,900.00 -5,849.55 24.5%
20,000.00 0.00 -20,000.00 0.0%
38,879.55 1,900.00 -36,979.55 4.9%
98,322.43 0.00 -98,322.43 0.0%
83,492.47 0.00 -83,492.47 0.0%
100,000.00 0.00 -100,000.00 0.0%
100,000.00 0.00 -100,000.00 0.0%
57,501.72 0.00 -57,501.72 0.0%
439,316.62 0.00 -439,316.62 0.0%
478,196.17 1,900.00 -476,296.17 0.4%
7,500.00 129.00 -7,371.00 1.7%
60,000.00 3,621.60 -56,378.40 6.0%
67,500.00 3,750.60 -63,749.40 5.6%
8,000.00 0.00 -8,000.00 0.0%
100,000.00 453.00 -99,547.00 0.5%
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11:42 AM

11/07/16

Capital Improvements Fund

Profit and Loss Budget vs. Actual
July through October 2016

62822 — Site Development/Hulk

62823 — Site Development/Goldilocks

62824 — Infrastructure/ARC
62825 — 2017 ECD Grant Projects
62831 — Waterline Exts/Inst/R&M
62835 — Sewerline Exts/Inst/R&M
62840 — Road Upgrades & Maint.
62841 — TDOT/CCA Road Pjt
62850 — Dock/Port Development
62851 — Dredging

62860 — Signs/Gate/Fence Adds/R...

62870 — Utility Expenses (w/s/g/e)
62880 — Contract Labor
62881 — Site R&M, Security
62882 — Dozer & Bush Hogging

Total 62880 — Contract Labor
62890 — Supplies/Equip R&M
Total 62800 — PowerCom Expenses

65100 — Other Expenses
65160 — Other Costs
70000 — RD Loan Payment
75000 — Admin. Services Fee

Total 65100 — Other Expenses

Total Expense

Net Ordinary Income

Net Income

Budget Jul - Oct '16 $ Over Budget % of Budget
180,000.00 0.00 -180,000.00 0.0%
300,000.00 0.00 -300,000.00 0.0%
131,900.00 0.00 -131,900.00 0.0%
50,000.00 1,550.00 -48,450.00 3.1%
90,000.00 0.00 -90,000.00 0.0%
225,000.00 0.00 -225,000.00 0.0%
65,000.00 0.00 -65,000.00 0.0%
435,921.55 1,468.80 -434,452.75 0.3%
100,000.00 0.00 -100,000.00 0.0%
250,000.00 0.00 -250,000.00 0.0%
40,000.00 360.00 -39,640.00 0.9%
10,000.00 919.73 -9,080.27 9.2%
18,000.00 1,640.00 -16,360.00 9.1%
35,000.00 0.00 -35,000.00 0.0%
53,000.00 1,640.00 -51,360.00 3.1%
6,000.00 499.58 -5,500.42 8.3%
2,044,821.55 6,891.11 -2,037,930.44 0.3%
2,500.00 382.00 -2,118.00 15.3%
149,916.00 149,916.00 0.00 100.0%
150,000.00 150,000.00 0.00 100.0%
302,416.00 300,298.00 -2,118.00 99.3%
2,892,933.72 312,839.71 -2,580,094.01 10.8%
-1,935,239.73 -281,638.59 1,653,601.14 14.6%
-1,935,239.73 -281,638.59 1,653,601.14 14.6%
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General Fund

Balance Sheet
As of October 31, 2016

ASSETS

Current Assets
Checking/Savings

Checking
Savings

Total Checking/Savings

Accounts Receivable
11000 — Accounts Receivable

Total Accounts Receivable

Other Current Assets
12000 — Undeposited Funds

Total Other Current Assets
Total Current Assets

TOTAL ASSETS
LIABILITIES & EQUITY

Liabilities

Current Liabilities
Credit Cards
24100 — VISA
24110 — MASTERCARD

Total Credit Cards

Total Current Liabilities

Total Liabilities

Equity

30000 — Opening Balance E...
32000 — Retained Eamings

Net Income

Total Equity

TOTAL LIABILITIES & EQUITY

Oct 31,16

16,305.73

1,042,201.58

1,058,507.31

12,077.16

12,077.16

4,500.00

4,500.00
1,075,084.47

1,075,084.47

-12.44
-632.73

-645.17

64517

-645.17

554,579.53
386,948.40

134,201.71
1,075,729.64

1,075,084.47

Page 1



11/01/16

General Fund
Budget vs. Actual

July through October 2016

Ordinary Income/Expense
Income
44500 — Government Grants
44510 — TVA Grants (CR to #60930)

Total 44500 — Government Grants

46400 — Other Types of Income
46410 — Interest

46420 — Administrative Services Fee

46430 — Miscellaneous

46431 — Mtg Lunch Fees (CR to #6...
46432 — Event Spansors (CR to #60...

Total 46430 — Miscellaneous

Total 46400 — Other Types of Income
47500 — Rentals

Total Income

Gross Profit

Expense
60900 — Business Expenses
60910 — Meeting Related Expenses
60920 — Dues/Fees/Renewals
60930 — Events

Total 60900 — Business Expenses

62100 — Contract Services
62110 — Accounting Fees
62140 — Legal Fees
62150 — Other Contract Services

Total 62100 — Contract Services

65000 — Office Operations
65010 — Rent
65020 — Postage/Printing
65030 — Utilities
65040 — Supplies & Equip.
65050 — Communications
65120 — Insurance - Office, D&0, WC

Total 65000 — Office Operations

Budget Jul-Oct'16 3% OverBud... % of Budget
2,000.00 3,500.00 1,500.00 175.0%
2,000.00 3,500.00 1,500.00 175.0%
700.00 253.29 -446.71 36.2%
150,000.00 150,000.00 0.00 100.0%
700.00 160.00 -540.00 22.9%
900.00 900.00 0.00 100.0%
1,600.00 1,060.00 -540.00 66.3%
152,300.00 151,313.29 -986.71 99.4%
165,750.00 73,800.08  -91,949.92 44.5%
320,050.00 22861337 -91,43663 71.4%
320,050.00 228,613.37 -91,43663 71.4%
11,500.00 1,18265  -10,317.35 10.3%
7.000.00 1,658.73 -5,341.27 23.7%
3,600.00 181.97 -3,418.03 51%
22,100.00 3,023.35 -19,076.65 13.7%
3,000.00 0.00 -3,000.00 0.0%
19,845.00 6,615.00  -13,230.00 33.3%
5,000.00 1,815.04 -3,184.96 36.3%
27,845.00 8,430.04  -19,414.96 30.3%
9,000.00 3,000.00 -6,000.00 33.3%
700.00 193.76 -506.24 27.7%
4,000.00 1,223.16 -2,776.84 30.6%
6,500.00 1,623.60 -4, 876.40 25.0%
7,000.00 2,160.65 -4,839.35 30.9%
4,650.00 3,635.50 -1,014.50 78.2%
31,850.00 11,83667  -20,013.33 37.2%
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65100 — Misc.
65110 — Marketing
66000 — Payroll Expenses
66010 — President/CEOQ
66020 — Vice President
66030 — Executive Admin Assistant
66050 — Benefits

Total 66000 — Payroll Expenses
68300 — Travel

Total Expense
Net Ordinary Income

Net Income

Budget Jul-Oct'16 $ OverBud... % of Budget
3,000.00 532.98 -2,467.02 17.8%
24,000.00 3,985.88  -20,014.12 16.6%
75,000.00 25,000.00  -50,000.00 33.3%
51,000.00 17,000.00  -34,000.00 33.3%
32,000.00 15,04095  -16,959.05 47.0%
27,500.00 6,444.24  -21,05576 23.4%
185,500.00 63,485.19 -122,014.81 34.2%
18,000.00 3,117.55  -14,88245 17.3%
312,295.00 94,411.66 -217,883.34 30.2%
7,755.00 134,201.71 126,4456.71 1,730.5%
7,755.00

134,201.71

126,446.71

1,730.5%
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ARTICLEI
DEFINITIONS

Definitions. For purposes of this Declaration of Trust, the following terms shall
have the respective meanings set forth below unless otherwise expressly provided.

(a)

(®)

(c)

(d

(e)

)

(2)

(h)

@

“Beneficiary” means the Spouse, Dependents, or the person or persons
designated by a Participant pursuant to the terms of a post employment
benefits plan to receive any benefits payable under the plan.

“Committee” means the committee created pursuant to Section 5.1 of this
Trust.

“Dependent” means an individual who is a person described in Section
152(a) of the Internal Revenue Code of 1986, as may be amended from
time to time.

“Directed Trustee” means Commercial Bank and Trust, and its successors
and assigns, or such other entity as may be appointed by the Committee
to provide trust services pursuant to Section 6.1(b) of this Trust.

“Employee” means an individual who performs services for the Employer,
and who has been designated as eligible to participate in, and receive
benefits under a post employment benefits plan.

“Other post-employment benefits” (“OPEB"™) or “post-employment
benefits” means non-pension benefits paid on behalf of a former
Employee or a former Employee’s Beneficiary after separation from
service. Such benefits may include, but shall not be limited to, medical,
prescription drugs, dental, vision, hearing, Medicare Part B or Part D
premiums, life insurance, long-term care, and long-term disability.

“Participant” means an Employee of the Employer who satisfies the
requirements for participation in a post employment benefits plan
sponsored by the Employer.

“Spouse” means the Participant’s lawful spouse as determined under the
laws of the State of Tennessee.

"State Funding Board” or “Funding Board” means the board created
pursuant to Tennessee Code Annotated, Section 9-9-101.
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2.1

2.2

3.1

4.1

4.2

43

ARTICLE Il
PURPOSE AND SCOPE OF TRUST

This Trust is established exclusively for the purpose of funding other post
employment benefits accrued by Employees of the Employer, to be paid as they
come due in accordance with the terms of the Employer’s respective post
employment benefits plan.

Nothing in this Trust shall be construed to define or otherwise grant any rights or
privileges to post employment benefits. Such rights and privileges, if any, shall be
governed by the terms of the Employer’s respective post employment benefits
plan.

ARTICLE 111
TRUST ASSETS

This Trust shall consist of all contributions paid or otherwise delivered to it, and
all investment income and realized and unrealized gains and losses.

ARTICLE IV
TRUST CONDITIONS

This Trust shall be irrevocable, and the assets of this Trust shall be preserved,
invested and expended solely pursuant to and for the purposes of this Declaration
of Trust and shall not be loaned or otherwise transferred or used for any other
purpose. The assets of the Trust shall be expended solely to:

(a)  Make payments for other post employment benefits pursuant to and in
accordance with terms of the post employment benefits plan; and

(b) Pay the cost of administering this Trust.

This Trust shall have the powers, privileges and immunities of a corporation; and
all of its business shall be transacted, all of its funds invested, and all of its cash
and securities and other property held in trust for the purpose for which received.

All assets, income and distributions of the Trust shall be protected against the
claims of creditors of the Employer, Employees, Former Employees, Participants
or their Beneficiaries, and shall not be subject to execution, attachment,
gamishment, the operation of bankruptcy, the insolvency laws or other process
whatsoever, nor shall any assignment thereof be enforceable in any court.
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5.1

5.2

5.3

34

5.5

6.1

ARTICLE V
OPEB COMMITTEE

The general administration and responsibility for the proper operation of this
Trust shall be governed by an OPEB Committee (hereinafter the “Committee”).
The Committee shall consist of members as follows:

(a) Senior Director of Finance
(b) Insurance Committee Chair

The Committee shall annually elect from its membership a chair and a vice chair
and shall designate a secretary who need not be a member of the Commiittee.
Written minutes covering all meetings and actions of the Committee shall be
prepared by the secretary and shall be kept on file, open to public inspection
pursuant to the provisions of Tennessee Code Annotated, Title 10, Chapter 7.

Members of the Committee shall serve without compensation but shall receive
reasonable reimbursement for actual and necessary travel expenses in accordance
with the Employer’s travel regulations.

A majority of the voting members of the Committee serving shall constitute a
quorum for the transaction of business at a meeting of the Committee. Voting
upon action taken by the Committee shall be conducted by a majority vote of the
voting members present at the meeting of the Committee. The Committee shall
meet at the call of the chair, or upon the call of a majority of the members, and as
may be otherwise provided in any operating policies or procedures adopted by the
Committee.

The business of the Committee shall be conducted at meetings of the Committee
held in compliance with Tennessee Code Annotated, Title 8, Chapter 44.

ARTICLE VI
POWERS AND DUTIES OF THE COMMITTEE

In addition to the powers granted by any other provisions of this Trust, the
Committee shall have the powers necessary or convenient to carry out the
purposes and objectives of this Trust including, but not limited to, the following
express powers:

(a) Invest any funds of the Trust in any instrument, obligation,
security, or property that constitutes legal investments for assets
of the Trust as described in applicable law, including without
limitation Tennessee Code Annotated, Section 8-50-1201, et seq.,
as amended from time to time, including the use of mutual funds,
commingled investment funds or collective investment trusts,
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7.1

institutional accounts, or master trusts, provided that any such
investment is authorized in the investment policy adopted, and
from time to time amended, by the chief governing body of the
Employer.

(b)  Contract for the provision of all or any part of the services necessary for
the management and operation of the Trust, including, but not limited to,
trust and custody services and investment management services;

(c) Contract with financial consultants, auditors, and other consultants as
necessary to carry out its responsibilities under the provisions of this
Trust;

(d) At the Committee’s sole discretion, contract with an actuary or actuaries
for the benefit of the Employer in determining the level of funding
necessary by the Employer to fund the other post employment benefits
offered by the post employment benefits plan;

(e) Prepare annual financial reports, including audited financial statements,
following the close of each fiscal year relative to the activities of the Trust.
Such statements and reports shall contain such information as shall be
prescribed by the Committee and be prepared in accordance with the
standards established by the Governmental Accounting Standards Board;
and

H Upon the request of the State Funding Board, file the annual report and
financial statements with the secretary of the State Funding Board. The
report and statements shall be filed with the secretary of the Board within
ninety (90) calendar days from the date of the request, unless the secretary
extends such time in writing.

ARTICLE VII
POWERS AND DUTIES OF THE DIRECTED TRUSTEE

The Directed Trustee shall act solely in a directed capacity hereunder and shall act
solely as directed by the Committee or Employer. It shall be the duty of the
Directed Trustee to receive, hold, manage, invest and reinvest the Trust funds and
to make payments from the Trust in accordance with governing law and the
provisions set forth herein pursuant to this Trust. The Directed Trustee shall be
responsible for such sums as are actually received by it as Directed Trustee
hereunder. The Directed Trustee shall have no duty or authority to ascertain
whether any contributions should be made to it pursuant to the post employment
benefits plan. The duties and obligations shall be limited to those expressly
imposed upon it by this Trust.
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8.1

8.2

8.3

8.4

ARTICLE VIII
INVESTMENTS

The Committee shall be responsible for investing the assets of the Trust funds in
accordance with Section 6.1(a) above.

Subject to the limitations in Section 6.1(a) above, the Committee, or its nominee,
has full power to hold, purchase, sell, assign, transfer, or dispose of any of the
securities or investments in which the assets of the Trust have been invested, as
well as of the proceeds of such investments and any moneys belonging to the
Trust.

All of the Commiittee’s business shall be transacted, all of the Trust funds
invested, all warrants for money drawn, any payments made, and all of the cash
and securities and other property of the Trust shall be held:

(a) In the name of the Commiittee as title holder only, or as Directed Trustee;

(b) In the name of its nominee; provided, that the nominee is authorized by
Committee resolution solely for the purpose of facilitating the transfer of
securities and restricted to members of the Committee, or a partnership
composed of any such members; or

{(c)  For the account of the Committee or its nominee in such forms as are
standard in the investment community for the timely transaction of
business or ownership identification, such as book entry accounts.

Except as otherwise provided, no Committee member nor employee of the
Committee shall have any personal interest in the gains or profits of any
investment made by the Committee; nor shall any Committee member or
employee of the Committee, directly or indirectly, for such member or employee
or as an agent, in any manner for such member or employee or as an agent, in any
manner use the same except to make such current and necessary payments as are
authorized by the Committee.
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10.1

10.2

1L

11.2

ARTICLE IX
EMPLOYER CONTRIBUTIONS TO TRUST

Notwithstanding Section 6.1(d) above, it shall be the sole and exclusive
responsibility of the Employer to determine the level of contributions the
Employer will make to the Trust for the purpose of financing the post
employment benefits accrued by its respective Employees. Neither the Trust, nor
the Committee shall be responsible for collecting or otherwise determining the
level of contributions needed by the Employer to finance any post employment
benefits offered by the Employer.

ARTICLE X
WITHDRAWALS FOR PAYMENT OF
OTHER POST EMPLOYMENT BENEFITS

The Committee shall, upon the request of the Employer, reimburse the Employer
for payments made for other post employment benefits upon the Commiittee’s
receipt of certified documentation evidencing the payment. Such payments shall
be made by the Committee on no more than a quarterly basis.

Notwithstanding anything in this part to the contrary, the Committee shall not
honor a request for reimbursement made by the Employer under this Article if
assets credited to the Trust are not equal to or greater than the amount requested.
Retroactive payments shall be paid by the Committee upon accumulation of
sufficient assets.

ARTICLE XI
BOOKS AND RECORDS

The books and records of the Trust shall be maintained in accordance with
generally accepted accounting principles and shall be open to public inspection.
The annual report, including financial statements, all books, accounts and
financial records of the Trust shall be subject to audit by the State Comptroller of
the Treasury.

The Committee may, with the prior approval of the State Comptroller of the
Treasury, engage a licensed certified public accountant to perform the audits. The
audit contract between the Committee and the certified public accountant shall be
on a contract forms-prescribed by the State Comptroller of the Treasury.
Reimbursement of the costs of audits prepared by the State Comptroller of the
Treasury and the payment of fees for audits prepared by a licensed certified public
accountant shall be the responsibility of the Committee, which may be paid from
the assets of the Trust.
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13.2

133

ARTICLE XII
AMENDMENT

The Employer shall have the right at any time and from time to time to amend, in
whole or in part, any or all of the provisions of this Trust; however, no such
amendment shall authorize or permit the assets of the Trust (other than such part
as may be used to pay the expenses of administering the Trust) to be used for or
diverted to purposes other than those expressed in this Declaration of Trust. Any
such amendment shall not be effective until approved by resolution of the chief
governing body of the Employer, and by the State Funding Board.

ARTICLE XIII
PLAN TERMINATION OR MODIFICATION

In the event the other post-employment benefits plan is terminated or substantially
modified rendering the assets of this Trust to be unnecessary to fund the plan, the
assets shall be distributed pursuant to Section 13.2 below.

(a) If the plan is terminated, the Employees and former Employees who have met
all the conditions for other post-employment benefits as set out in the plan
document in existence immediately preceding plan termination (including any
deceased Employee or former Employee’s surviving Beneficiaries) shall be
vested in a proportionate share of the accumulated assets based on the present
value of the plan benefit in existence immediately preceding plan termination as
determined by an independent consulting actuary.

(b)  If a substantial plan modification is adopted that because a reduction of
benefits or eligibility results in the plan moving from a funded status of
less than seventy-five percent (75%) to an over-funded status of at least
one hundred fifty percent (150%) and continues in such over-funded level
for two (2) consecutive actuarial valuations, then such action shall be
considered a plan termination and the excess assets shall be distributed in
the same manner as in subsection (a) above.

Actuarial valuations contemplated by this Article shall be performed by the plan’s
independent consulting actuary in accordance with actuarial methods recognized
by the Governmental Accounting Standards Board for other post- employment
benefits.
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14.1

15.1

16.1

16.2

ARTICLE X1V
PARTICIPANT OR BENEFICIARY
CONTRIBUTIONS TO TRUST

If Participant or Beneficiary contributions are required or permitted under the
terms of the other post-employment benefits plan, such contributions shall be
assets of this Trust and subject to all the provisions of this Trust. Provided,
however, the Employer or its designee shall establish a record keeping account for
each Participant or Beneficiary showing the amount of contributions made by
such Participant or Beneficiary, and to the extent authorized under the Plan, any
eamnings or interest thereon. Notwithstanding Article XIII or any other provision
of this Trust to the contrary, a Participant or Beneficiary shall be vested in the
amount recorded to that Participant’s or Beneficiary’s account.

ARTICLE XV
PROTECTIVE CLAUSE

Neither the Employer, the Committee, nor the Trust shall be responsible for the
validity of any contract of insurance or other arrangement maintained in
connection with the post employment benefits plan, or for the failure on the part
of the insurer or provider to make payments provided by such contract, or for the
action of any person which may delay payment or render a contract void or
unenforceable in whole or in part.

ARTICLE XVI
CONSTRUCTION

This Trust created herein shall be governed by and construed in accordance with
the laws of the State of Tennessee.

If any terms and conditions of this Trust are held to be invalid or unenforceable as
a matter of law, the other tenms and conditions of this Trust shall not be affected
thereby and shall be construed to effectuate the purpose of this Trust.

|The next and last page is the signature page]
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